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INTRODUCTION* ' ' \ ' / 

Tht funding* of this,.study resmted from the desire of the Economic Development Adminis- 
tra'tion to receive empirical information which would^provide guidance regard^ing the allocation 
of federal assistance to rural areas. Since EDA-s programs focus on economic development 
through industrialization, a general evaluation of the industrialization process In rui4l areas^ 
'was requested. The inclusion of field stifdies^'in thes;esearch dcsigrr was requested because 
an explicit goal of the project was to analyze the mechanism by which industrial development 
takes place, and to* dbserve the impact of this process lopon the-major problems in rural areas. 

EDA *s activity jn rural a^d' urban areas tak|s place ,within the larger framework of a resource 
allocation problem'whichfSces most feUeraf agisncies-the choice between urban and rural 
investment. Complicatin^the problem is the fact*that thCLpopulationjieeding assistance i^ 
to some extent a moving. target. Migration from^rural to urban are|is, a ftational phenomenon 
ha^ assumed its most extrfemie form in a squth-to-north movement of blacks. So long as this 
huge slream of voluntary migrants left <ow-paying'work in the South for high;paying work 
• in th^ North no dfoubts w«r^ raised* U was^assulned that th^ move was voluntary, axdrth^re- 
fore; the destination areas Tnust have hfeen preferred for what seem to tee better work oppor- 
tuniti^S, higher incomesy and superior jiving conditions. Moreover, the observer of Cving 
coitflitions in the Soutl/cjould^ee-withJittle difficulty that the Negro had a strong motive to 
Ifeave. The quality of public servjce, of l<iw enfor^ment, of schooling, of welfare, and ol* 
health service is poorer f(ir the Negro than for the white in the South, Nevertheless, there is ^ 
doubt pvcr4he wisdp/rT of past and future migrations from the rural South. The social dis- 
ruption caused by. th(i concentration of black migrants in Northern ghettos forces one to 
Inquire whether there is a h*lter. way to bring the fruits of American prosperity to its black 
fcitizenSi The striking postwar growth of industry in the rural South suggests that migration 
might eventually disappear. - . ' 

The success of Southern industrial growth makes it necessary to question the need for con- 
tinued outmigration to the North. Why can't Southern industry provide enough jqbs to 
keep rural migAnts in the South? Can the development of Southern indu^ry provide a focus 
and an alternative to the development of the North? Caq the federal government, acting 
through economic development programs, devise and carry out a rational program for regional 
development in the South wfiich would meet these goal^? • * 

^ ' ^ - 

These questions have at times taken *the form, then, of al^ argument betv/een those advocating 
treating the problem in the ghetto and those advocating investmen^in the southern regiqis 
in order to stem the ruraMo-urban flow. If the latter alternative is considered, a further ^ 
question is raided: in what dfties in southern regions should federal assistance be focused,* in * 
order to have Nthe greatest impact? Since EDA is in no position to adopt a northern-center- 
only strategy, it must consider, tfils second question. Regional economists, in response to 
this scarce resource problem, have proposed several variations p{ a "growth center" strategy; 
ofteq, minimum city sizes havo' been suggested, below which, cities are less than optimally 
^ efficient, and therefore represent less-than -optimum investmerit environments. 

• 'if * 

EDA, an agency which has provided public works grants and loans, technical assistance 
grants, and business loans to cities ranging in size from very large to very small, is vitally 
involved in this dialogue because it wants to make cost-elective allocations of limited funds. 
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This investigation of the impact of industriahzation in jural areas, then, represents a look 
into one phase pi the over-all problem. This sfudy con^pntrates only on the needs anij 
experiences of tne smaller soutbern tc^wns^tt^ other two pieces of the^uz^le - the regional 
SMSA and the major northern city-dp^n^r^ll within the scope of the study, -but should 
be examined in the, near future, in order /to ascertain ho\^ the conditions shoVvn by this 
study vary in larger northern and touthern cities. ^ . • *S3 ^ 



SUMMARY OF CONCLUSIONS , . . . 

/ The three major findings of this study are: ^ , - ^- ^ 

1. ^ A small town (with population of 5000 to 20,000) having certain cW*racteristijfs j f 
may act as the ehiployment center of a sizable labor rnarket. Thel^ynctioning 6f J<uch"a * * 

^ town*as a labor market ccn|er is the prime mechanism for economic grow Jh in so(ne regions, 
and allows the town to acmcvc a near-autonomous growth^ * ' V * 

2. Although industry has enabled manyl small towjns to grow in terms of populatio?i 
size arid tot^l income, disadvantaged groups* Which aiotj predominantly black Have not shared 
in the benefits of this growth to a satisfactory extent. , . * ' 

3. A '^market for industry" exisWin which atcw towns vrith inadec^jiate information ^ 
about industry tend to offer, too high a price to attract industry; industry is not sigiiificamtly 

—ittotivated-ti54ocate,by^subsidics which areTiormall^roffer^ 

( information on J[abDr market potential, the possession of which can be a prime inducement to 

^ locate. ' \ ' 

Major policy recommendations bas^d ok these findings are: • ^ 

1 . EDA should include, in its "growth center" development scheme, selected small 
towns which are found to act as hirge labor market Cenfeirs, Top priority should then be 
given to identifying and developing labor .force potential, and to developing employment for 

it- \ . <3 

* 2. If EDA programs are intended to ti^ve an effect on the southern Negro, better 
comprehensive prograii^and more program *coordinati(jn is-needed in towns receiving EDA 
assistance. \ ' . * 

3. Present industrial subsidization schemes are inefficierft, and should be replaced by 
labor (wage) subsidies administered at higher than local level. 

4. Leaderehip and planning capability mdst be improved within such centers, and 

funds should be devoted t<£itois within Development pistrict programs. * ^ 

" The findings of this report are principally contained in Sections V ^nd VI. Section V pre- 
sents a critical view o^several "growth center" strategies, including the District Center device 
used by EDA. Section VI presents program and policy i[ecommendations. The analytical 
findings which lead to these conclusions and recommendations are found at the end of each 
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SeoCion. The reader who does not wish to read the entire report, but only the review of con- 
cfusions. may proceed aft^r this introduction Jo read these summary pages 36, 52, 72^: 9/. 
123. and 128, followed by Sections Van^ VI A guide to the organization of the report, 
with references to contusions reached, follows: . ^ . 

Section I examines the basic premises of the growth center concept a$ advanced by the tit- 
.crature on the subject. * Sinceva town^hduld function as something of a growth center in / 
order to upgrade the welfare of its population itfid the population in a surroupdf^g ^a,* 
EDA should foiow whether sntall to^ns can in any way be viewed ^s sucji centers. Find- 
ing.s from applying these criteria to the two smfll towns and district ceifljer* studi'^d are th^at 
!>ome srnall towns act'as important centers for surrounding areas, much a^s.the EDA District 
Centers do. Of most significance is the ability of certain smali towns to act as centers for 
rural labor markets. Of possible significance is th^ f^ct that the small towns wereXiot sig- 
nificantly dependent oq either the correlKponding district centers nor*on th^ ctasest SMSA 
in the region. Contrary to^h^ theoretical view of growth ''trickling down" from centers to 
smaller cities in a region,^en, 4he towns studied had developed quite ^autonomously by 1 
selling a prime resource-labor-and by regressive salesmanship. Of great importance to this 
process were found tp be a progressive (own leadership, a political base conducive to indus- 
trializatidh, and an information system which vyill adequately inform industry about the 
labor market. . . _ . ^ _ '^^"n^ - _ ' ^ 

Section II examines the primary probijCm in rural areas in;£DA's ^ernisu unemployment 
and underemployment. Section I shoWs that relatively advano/d industry will locate in rural 
areas; this s^tion analyzes the extent to which industrializatiorlhas solved the unemployment 
'problem. The findings are that industry generally employs those wofkers with the highest 
skill levels, which entails attracting la^ord-s'from surrounding counties (both comriiuting and 
in-migrating), from already-located inilustry, and from households, in addition to the unem- 
ployed. This demand for skills is made more difficult for blacks by raciaVdiscrimination 
which exists as. well, both in the firms and in local instiiutions which provide employment 
services. In addition to skill requirement^ which are often set artificially high, and racial 
discrimination, both of^which block the spreading of growth benefits to a disadvantaged 
population, the process of growth itself is threatened 6y an information s^tem which re- 
cords and publicizes unemployment rates which*are artificially low. It is rfiown that a much 
greater labor force potential exists than loca(j institutions and firms reahze. 

Giv3^ the promise and problems set forth in Section I and II, Section III examines public 
services and assistance programs as solutions. It is shown that small towns are not admin- 
istratively equipped to.adequately transform the additional incofne brou^t by industry into 
public funds usable for services. Furthermore^, industrialization tends to skew a txjvyn's 
spending in the direction of public works spending, using resources which might otherwise 
be spent on human development. In addition, tax holidays granted to locating firms deprive 
the towti or county of this potential revenue increase for five to ten years.' Facing obsolescent 
revenue-collection proce^dures and the strain which both industrialization and growth place 
on public services, the town turns to federal assistance. Traditional ways in which this assist- 
ance is delivered do not lead to an equitable distribution of resources, further handicapping 
the disadvantaged, predominantly black, population. • € 
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ietion IV surVeys the past methods used by locai county, and state government of encouragmg 
,1^ growth of tQvyns, and analyzes thtjFramework within which the industry-solicitation 
pricess takes place. If is found that resources have'been wasted on competition between towns 
torSpdustry, and that a location incentive which has been largely unused to date in rural - 
areas--lhe wage subsidy-would be the most effective encouragement to industrialization^ growth, 
t^d to the hard-care, unerriployment problem. . . ' 

• The picture presented by the first four sections, then, is that of a small t^wn which^as the ^ 
capacity to market a sizable labor force and thereby attract industry caffable of significantly 
aujgmenting area income. The to>vn, while growing, cannot solve thQ. problem of a large dis- 
advantaged, predominantly black, population segment. Local institutions are not structured 
so that the employ ability of this segment i$ upgraded. Meanwhile, blacks migrqTbito northern 
cities. A policy which awaits the eventual total outmigration of disadvantaged blacks from 
southern cities is not acceptable because: assimilationjn northern cities^s slow, and this adds \^ 
to the national urban crisis; a large number of poor blacks do not show a ojopensjty to. 
migrate,* and unless given jobs promise to remain a blight op the southern landscape; a ten- 
dency Tor blacks to return to the south exacerbates this; industrial firms are increasingly 
sensitive to the poor image which a town with a large slum area displays; the incre^ing unrest 
of remaining blacks could result in violent social crises in many small towns and cities through- 

\)Ut the South. 

* - ♦ * ^ 

Having come to these c onclus ions m SectionX^wehave presgntedjnjiection VI program and 

policy recommendations for EDA. Thesd- include: 

Policy: EDA should make a more ejcplicit statement of its goals, to include a commitment ^ 
to the hard-coVe unemployed, particularly blacks. ' I . ( 

^ Research: feOA should conduct economic research in the areas qf labor market information, ^ \ 

job accessibility, and black south-north migration. ^ ^ \ 

^Resource Allocation to Program Types: Generally, more technical assistaiice grants are needed, 
which will probably involve the shifting of funds from public works activities. Business ^>ans 
are needed in small towns, but mor/local ground-work is required tp stimulate opportunitijps./ 

Technical Assistance programs shoiild be instituted which train leaders in towns and cities 
in economic and social development; it is also suggested tha^ towns and cities Which are 
selectedas centers receive funds which will partially or wholly support a full-time planner. 

District Organization: The District Director needs a larger staft^nd more research funds, in 
order to conduct the type of local research and planning that is nbt now done. 

District Activity: • . 

Cooperation with State Ageficies: Insofar as possible, EDA and state agencies lite the* 
Industrial Development Boarliand Employment* Service should plan and present/a common 
strategy toward industry solicitation. This should entqil the use of wage subsidy programs 
and the elimination of tax incentives on the state level. 

Cooperation with local Agencies and Government: EDA should establish a planning frame- 
work with local government and important political bodies, within which would be regularly 
discussed with industry the town's emplo^ent probl^s. T^e industrial firm and town 
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shoirfd continually attempt to find joint solutions to- the employment problem, with, the 
assistance of EDA and federal and state labor institutions. ^ ^ 

Cooperation with other Federal Agencies: ^ce the^success of EDA' programs often de- 
pends cfin the activities of other federal programs, it is essential that a regular^:oordination 
and joint planning occur. • . . . . 

District Centers: It is recdmmended that the Development District Center concept be ex- 
panded to include the designation of other •►'^target center's" in the district,-which would be 
selected sn\all towns which have shown suj:cessin becoming centers. of labortjniarketS. These 
centers shopld receive most EDA funds allocated to the District. ^ — - 

RESEARCH METHODOLOGVf ^ ^ . 

The research decision which was the major determinant of the form which this report has ♦ 
taken was the decision to incorporate field studies into the research design. EDA r^ucsted 
that a nupber of field studies be ConU)ined with a review of relevant literature, ^l^i^lj ^hat 

ings 



findings from the many other studies renewed have servecHo strongly supportTweLfind- 
; ^rom bur own field work. ' 



The research team chose to concentrate the field work in one region, southe^stjrn United 
States, so that regional difference would not b^ a factor in analyzing similarities and diff- * 
erence^ arnong the few field studies. EbA and the contractdr jointly agreed to interpret ^ 
*'rural kreas" as a small town (between 5 and 20 thousand population) surrounded by an 
- agxic^ttralhinterland; at1east^O-milesiTom-an-SMSATwhich"had undergonerapidlndus- " 
. trialization in the last decade. EDA specified the Southeast Coastal Plains region, which 
had already had a Regional Commission forlhed under J)et^£irtment of Commerce auspices, 
and the Mississippi Delta region, for which such a Commission was envisaged. The contractor ; 
originally agreed to study jHtee small towns, butJater modiflted this, with EDA*s agreement, 
t0 a study of two small towns, one'in each region^ and the corresponding growth center in 
each region. ! % - 

The towns artd cities chosen are disguised under the names S.C. City, S.C. Town, Miss^ City, 
, and Miss. TiDwn. Much of the interview material would be sensitive if it could be ascribed to ? 

specific individuals; the uniqueness within the town of those individuals whx) were interviewed 
'would make anonymity impossible. Furthermore, the value of any lessons learned from these 

ijiterviews does not depend on^enfifying tffe interviewees specifically. For all t|jese reasons, ^ 

it was thought best not to rev€al the actual names of the towns studied. 'The To^ns" will 

refer to the two small towns; ''the Cities" to the twQ larger cities. 

The major field study technique used^was^ffe open-ended interview. Questionnaires were de- 
signed, but continually modified and seldom used in the same way twice. Interviewees were 
encouraged to contribute information and viewpoints which may not have been actively solicited. 
Interviewees fell into six major groups: 

1. Local of ficiW. mayors, city managers, others in city jgovernment. 

2. Representatives of formal logal institutions: Schooiif>rincipals, Chamber of Commerce "1 
heads, etc. ^ • 

3. Knowledgeable individuals not representing an official institutional viewpoint: Clergy- 
{xmn. Doctors, Newspaper editors, etc. < . ^ ^ 

ji. Plant managers and personnel managers. 
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. 5. Employed and unemployed industrial workers at^d unemployed adt)lts having no indus-^ 
trial experienee/ ^ . 

6. Jlepresentatiy^s qf state ^and federal agencies active in the area. 
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. — ^ Small 4owits were chosen by: 

1. Visiting EDA field representatives in North Carolina, South Carolina, Georgia, and 
Mississippi, to discuss the speed ariiJ extent of industrializatipn in towns within those states. 
State IjfVelopment Boards were also contacted, ^s well as other research organizations. 
(East Carolina College, Georgia Tech., Mississippi Research and Development Ce^cr.) 

2. Screening Wgh grpwth towns for: 

\ I ^a.' non-pfoximity to large urban centers 

\ b. diversityof industry * % 

^ ^ c. predicted reception by local citizens 

^ , d. absence of, major-growth stimulus other than industry(military base, etc.) 

. e. predominantly agricultural periphery . . ; ^ 

* ♦ * * 

The South Carolina spiall town was visited fitst, and used to gain a first-hand knowledge of the 

small town and industriali2;ation and to shape Study' naethodology. Working together in the , 
* . *field"during tht year's project were one social psychologist and four economists. Team com- 
* position was varied from trip to trip, to encourage the interaction of different viewpoints. 

Basically, the field trips took place in three stages. The first visit to each community was made 
V ^ g^jjj ^ understanding of major community institutions and problems, the major popu- 
Jation sub-groups and their living conditions, and to gain an initial impression of the nature 
^ of the area's industrialization ptocess. The second visit wi;pt into more depth in analyzing the 

functioning of local government, formal an*^ informal institutions, and the provisioaof public 
^rviccs and industries. The third visit concentrated on the employ ment^tuation, from the 
points of vltew of both management and the work force. 



The research design utilized haf both strengths and weaknesses. Among the strengths are: 
^ ^ the ability to focus on the mechinism of development, and to analyze how critical decisions 

in the development process are made; the ability to generate nW questions and hypotheses* 
during the course of the study, rather than merely try to validate a limited number of hy- 
poitheses adopted in the beginning; and therefore the ability to free ^he research from pre- 
^ ^ conceived notions and begin fresh with an examination of a system cootainin^four major 

actoNtypes: industry, local government, and federal agencies, with a disadvantaged population 



resjponding to actions taken by the other-s. 

Weaknesses are: the inability to state with certainty cause ^nd effect relationships; the poten- 
tial for the four cities being unique Cases rather than representative; the inal)ility to gather 
ill-depth data on all topics, because oiVtlii? expenditure of research funds on field studies and 
a broad range of questions. 

We feel that the advantages of the approach used Outweigh the disadvantages, in ferms of the 
goal of this study, wluch is t^ evaluate the effectiveness of EDA programs in solving small- 
town prbblems. The inability of this-research to produce detailed and current migration 
information is a short-comingj^however, a major achievement is the very complete a;lalysis, based 
on interviews with industry management, of how employment decisions are made, particularly 
vis-a-vis un§Jcilled, and semi-skilled blacks. ' 
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^ SECTION I 

GROWTH CENTER CHARACTERISTICS POSSESSED BY SMALL TOWNS 
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I INTRODUCTION 

Growth centers, as described in the literature and by EDA, are cities with certain economic 
characteristics by which they are enabled to provide services to a surrounding area. This 
section will examine the two towns and two district centers studied in the li^t of these 
characteristics, if small towns can be looked upon as growth centers in any meaningful sense 
(and they have not been to date), this would indicate that the provision of federal funds to 
them should be considered favorably. • . 

Geographic Location of ttie Town in the Regon * 

The "central place" theorists^ have depicted an ''order of central place'' and a hierarchy 
of cities in which the "size and shape of trade areas are influenced by location relative 
to metropolitan centers." ^ Two aspects of this analytical approach are interesting with 
regard to the two small towns studied: one, the predominant economic function of the 
center, discussed below; the other, the significance of relative vs. absolute population size, 
and the distance existing between cities and towns. 

Viewing the "deep South'" from the Mississippi River to the Atlantic Ocean as a single region 
(ignoring for the moment the Regional Commission distinction between Southeast Coastal — 
Plain and the rest of that area) the territory can be seen to possess a credent of large urban 
centers which "contains" most of the region and serves to delineate the deep South frgflli 
the Ozarks and Appalachia. ♦ 

These large cities have traditionally acted as transportation terminals' through which goods 
have passed between "^northern centas*' and the smaller cities within the South, and which have 
acted as commeMial, political, and cultural centers for the region. Thus, 'Memphis was tradi- 
tionally the finsfflWal and transportation center for the cotton economy in the Mississippi Delta 
to the south, and Atlanta served as a trading and transportation center of major importance. 

The two ^districts stijdied fit into the regional geography roughly like this: 

Memphis I (J) Charlotte 

• MISS. TOWN • S C. TOWN 

• MISS. CITY ^ # S.C. CITY 



^Bciry, Brian J., and Pred, Allen, CENTRAL PLACE STUDIES: A BIBLIOGRAPHY OF THEORY AND 
APPLICATIONS, Philadelphia, Pennsylvania: Regional Science Research Institute, 1961. 
See also Berry, Brian J. and Bamum, H. Gardiner, "Aggregate Relations and Elemental Components of 
Central Place Theory,'' JOURNAL OF REGIONAL SCIENCE, IV (1962), Berry, Brian J., MARKET 
CENTERS AND RETAIL DISTRIBUTION, Prentiss-HaU, Englewood Qiffs, New Jersey, 1968; Berry, 
Brian J., Barnum, H. Gardiner, and Tennant, Robert J., "Retail Location and Consumer Behavior 
PAPERS AND PROCEEDINGS OF REGIONAL SCIENCE ASSOCIATION, IX (1962; Berry, Brian L, 
"Cities as Systems within Systems of Cities,'* in Friedmann, John and Alonso, William, REGIONAL 
DEVELOPMENT AND PLANNING, Cambridge: M.I.T. Press, 1964. 
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c Grcenborp ^^^^^^^^ 

Winston Silem ^ 

Raleigh 



\ 



Memphis ^ — 





Thus, in terms of a hierarchy of cities, Memphis and Charlotte would probaWy be viewed 
as second order centers with respect to the first order centers of New York-, Detroit, 
Chicago, and St. Louis. "Mississippi and South Carolina Cities would be 'po more than 
third or fourth order centers, and Mississippi and South Carolina Towns would probably 
not even be mentioned in a typology of this kind, 

If Memphis and Charlotte, separately, are considered centers which hdve served /to "connect" 
the North with the South, the distinguishing characteristic possessed by- both Mississippi 
and South Carolina Towns is that both lie on majof transportation routes between the 
regional center and points south - between the "core" and "periphery". Neither small town 
is endowed with major natural resources; South Carolina Tbwn's river-based V^ater supply 
is significant, however, and distinguishes it_f om the immediately surrounding are^ more so 
than does the rich farmland of Mississippi Tbwn from the equally rich farmland surroundmg 
it. . %. ' ' . I 
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The availability and, form of transportation network has been unquestionably a prime 
factor in the cities' development, and in the formation of relationships with the hinterlanl 
and with othei cities. Three phenomena observed were instructive/ First, two cities 
had owed their earlier development in part to their riverside location, based on a cotton 
fanning economy which has since dwindled in importance. After the river xeased to be 
of importance for shying a primar>' product, it regained importance for\ts water supply i 
aspects. In the meantime, an excellent highway network developed which has played a 
major role in the attraction of highway-oriented industry. In addition to these resources/ 
rail connections are excellent. 

In Mississippi, the river that played an important role in Mississippi City's deyelopmeru as 
a means of shipping its primary product, continues to be an^gonomical means of trar 
port for many of the City's industrial producers. Highway's are not as well developec 
in South Carolina. Mississippi Town is not on the river, and thus is handicapped by in 
absence of that qjcde, combined with road and rail networks which are weakened ^ long 
delays at regional transshipment centers. ^ * \ 

River and rail transpoxtation-have played a much less important role in attractittgnav in- 
dustries since 1960 than before. Almost all of the industrial firms wliich have located in 
the last decades are primarily users of truck transportation. The technological changes 
which have radically altered freight movement patterns over the last two decades between 
Ameri<i:a' s large cities have had just as much impact on freight movement in smaller towns 
and rural areas. At the same time, firms which primarfly^processed raw materials - usually 
lumber or food stuffs - cdtttinued to use rail and water transportation, where available. 

Memphis and other large centers at an early date ac|uirdd an institutional and physical 
infrastructure which served a resource-based hinterland/ Delta cotton was financed by, 
and shipped through, Memphis. This infrastructure still exists,' and is one of the reasons 
why a goal of economic efficiency would indicate the wisdom of investment in large 
cities Where scale economies can be achieved. With the above described improvements 
in transportation, however, most industries ar« less dependent upon the big city rail 
nctyvorks; financial institutions stUl dominate the hinterland because little local insti- 
tutional development has occurrej^ in small town finance.^ There are no real 
impcdurients to local infrastructure of this type developing. Much of the domination^f 
big city over small in this region is historic and now techiiologically irrelevant. Further- 
more, the transportation network N^jhich « still used is outmoded; one of the most often 
cited impediments to the development of diversified economic activity in the Mississippi ^ 
Delta is the time required to clear goods through Memphis. In addition, East-West trans- 
portation is extremely inadequate, so that shipments to an East coast market are slow and 
costly. 

This would indicate that the alleged sup^ifior efficiency -of large urban centers in this 
region is actually less than stated, that the supposed inefficiency of the smaller towns 
could be lessened easily,^ and therefore that the loss in efficiency suffered by placing 
funds in small rather than much larger cities is not as great as is claimed. As will 
become clear, we are not saying that larger cities are not more efficient. Investment 
in 'smaller towns will be justified on equity and social 'velfare grounds.' The argument 
against investing in small towns, however, has been shown to be not as strong as it 
has been assumed to be. ^ 

I 

See discussion of "The Trading Center,*' page 25. 
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THE MANUFACTURING CENTER. ECONOMIC BASE AND LOCATION OF INDUSTiJy 

Returning to the growth center literature, the activity of growth center definition has re- 
volved round co^ of manufacturing center and trading center, l^^f^^^fj^^^:^.^ 
centers have been thought of as manufacturing centers. Small towns and rural areas have 
Teen centers, because they were thought to be ^"^^^^^^ 

amcultural processing, aKd resource - extracting economic activities. At best, they mignt 
KSed to ra n a bw^ textile plant. The four towns studied here are striking be- 
cLiThey violate ^his generality. The economic growth of each has been caused primarily 
"y^heatt'raclfandex^ 

the manufacturing industries are not rpsource-onented. The small towns PO^"^';'^^^;'"^*" 
aim^y firms, the branch plants of major chemical ^nd pharmaceutical corpo^^^^^^^^ 
firms specializing in the assembly of metal anisteel products, as well as*the traditional textUe 
^an . sfnce" is'study was spedfically directfd toward the impact o ^-^l^^^^^}^^,^^ 
aree part of the field research was concerned with an investigation of the manufacturing base. 
Sngth9 dilussion of this follows, accompanied b^ supporting material in^he appendices. 
In a sf imate discussion below, the<rading center af ect wi^be bnefly considered. 

The Types of Industry in the Study Areas • ' ^ 

:A town's industrial growth can come about in a number of ways. Firms f^'l^^J^^^^^ 
•can grow in line with the general growth of the national economy , a not ^"^'g^f/^"^ 

nf nfw iobs and income given the rapid expai}sion of the national economy m th^l 960 S. . 

S cond th totn coSd iS a greater share of the national employment within an mdustry 

whethe; th'rouVthe location of new finns or through the 

ing firms Last of all, the town could enjoy, the presence of firms m an mdustn' that is it 
S gJ^wmg faster than the.nj^ional economy. What growth in Southern small towns has 
^cunelovVr the last two^Les has essentiaUy been of the first and second category - in 
^ ikeeping with the experienfe of the South as a whole. 

% number of industrial characteristics are relevant in determi«ing the town's growth potential: 
' \ a) Export vs. "]^esiden^^^y" « 
"ib) Capital vs. Labor Inten!|4ve 

c) Growth Trends 

d) Wage Level Predominant 

Tl^L p^uli^h^a^SiS^^^^^^^^^^ because they are suspected of being determinants 
if utureTty growth, as well as explanations of past growth Bnefly the reasoning is. 

1 An industry exporting horn the area is responsive to a large natjpnal market, and is tnus 
no dependent o"^ local purchases. It can thus grow much faster thaAthe local ecyj.c • 
Crpojuhtton base. At ?he same time, the industry is vuln,erable to cfc^ f,^,,^ 
the national or regional economy. The commitment of the Federal G<?vernnient m the l^ou s 
to use^yt sLn S/monetarJ policy, to dampen cyclical movementsNhas been a major aid 

'° fittgt'erallf fdftha^^^^ capital-inten.ve the firm, the higheVl tend to be 
the wages S a highe^^^^^ product per worker. On the other handrW more labor 
Sltensfve! the gJeater the colibu 'on to employment in the area, with more jobs per dollar 
invested than in other, less labor intensive firms. 
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3. Any kind of job is prefexrable to no job, biff it is desirable as well for a city to attract 
firms in industries which will grow in market demand for the product. Thus, to the extent 
that the firms export from the area, the area will grow somewhat proportionately to the de- 
mand for the '^growth industry" products. 

^ The higher the wages paid by the fimt, the more the income (and presumably the 
weMre^ of the area is increased, both directly, and through the multiplier. * 

V A '*high-technology" industry is assumed to involve both higlierVage levels (dis- 
ciBecl separately below), and implicit upgrading of locatiskills, and a provision •for upward 
mftilify for the workers whp can acquire the educ«^nal requirements (as opposed to ''dead- 
end*' occupations). At the same^time, given the low eJlucation levels in depressed areas, a 
high technolog>- firm ^ight well have to impojt much of its labc^from outside the area. 

When a firm bran^es iato* southern rural areas, it brings with it the capftal-labor ratio, type 
of machinery, operating procedures, labor mix and managerial policies that it had used at 
its previpusJocation. \ ^ 

The capital-labor mix of the firm will vary greatly depending on the product of the firm and. 
the current market prices of the factors the firm requires for production. The nature^of the 
, capital^labor ratio in turn affects the firm's impact upon the local economy. First, the higher 
the capital-labor ratio within an industry, the greater tends to be the productivity of a worker. 
In theory, such productivity in a perfectly competitive market would be reflected in lower 
product prices. In fact, however, high capital-labor ratios are often associated with firms 
with partially oligopolistic positions within their markets and thus some command over the 
prices of tieir product. Such firms can be forced, if labor is organized, to divert the higher 
productivity gains from profits tO wages. Second, industries with high capital-labor ratios alsp 
tend to be employers of relatively higher skills than other industries. The -recipients of s^ich 
jobs are likely to be the better educated and skilled members of the labor force. Hiird, in 
the c^urrent U.S. economy, the growth industries and the more successfully competitive firms 
in all' industries have tended to be industries with relatively high capital-labor ratios. Thus, 
the higher the ratio, the more likely that the firm or its industry will t^e a sourcfe of growth 
over time for the local economy. Fourth, as a result of the previous patteyn of growth and/' 
or successful competition, the firms with^he means to secure the best management personnel 
hjive tended to be fiims with relatively hign^apital - labor ratios. Since the profitability of\ 
a company and thus its ability to pay higheriwages and provide stable and increasing employ- 
ment is as much depende^it on the acumen of management as upon the productivity of work- 
ers, good management in a firm is aslmportant an asset to the local economy as the number 
of jobs the firm initially provides. Good management can keep abreast of technologic^* in- 
novation, implement sophisticated adminiarative tirhniques, and make the right sales and 
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advertising decisions so that prpductivity and profits will be increased, i^lfth, tlrms with 
high capital - labor ratios, especially if the capital component is fixed stock, tend to be more 
location • tied. The town doesn't have the anxiety that the firm is likely to pick up and leave 
during the night if a better location appears. 

Industry Characteristics of Firms Interviewed 

The industry characteristics of the firms ia the towns sur>7eyed are summarized in Tables 
1 - 4. Generally, the firm^ interviewed had higher investments per workers and higher aver- 
age wage rates than the set of all industnes within the towns. Theiirms interviewed were 
representative X)f either the chi^f industries within the towns, ^r the kinds of industries.- 
which had been coming into the towns in recent years. 

Thw' analysis that follows is based on national data and refers tl^ipdiistry types, on a 4 digit 
SIC code basis^ It docs not then provide information on individual firms, but rather presents 
mformatiV on practiy.es existing in their national industries, in ^ 962: (with the exception of 
the comments on exporting from the region). 

Export vs. Residentiary Firms* " * 

f 

Overwhelmingly , the firms interviev%d were selling the majority of their products outside * 
the area and outside the region. Only two firms were producing for a regional market; the 
rest were producing for a national market. Thus, when a national corporation establishes 
a plant in these regions - contrary to the common belief - rtjs not nepessarily decentralizing 
production for a particular market to save transport costs^ The branch firms which located 
iR our four tpwns specialized in particular lines of production for their national corporations, 
but did so for all markets served by the corporation. The location was rnotivated by labor 
costs, not market size. 

Capital vs. Labor Intensive 

It is apparent from Table 1 that the majority of plants, and of employment in plants, falls 
within the **medium*' category. Considerupg that this ''medium*' category itiay be IdSs mean- 
ingful than the extremes, it may be significant to note tlia^j^ll cases but Sbuth Carolina 
Town, the *^high" percentages are greater than the ;*lowr^B^ing a relatively high capital 
intensity. (S.C. Town has a high proportion of firms in the lextilk industry.) 4 
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. ^ Labor Intensity „ 

/ * i ' . ^ 

I In examining labor intensity, there is a less clear pattern. Referring to the total number of 

^ plants interviewed, the labor intensity varies substantially from city to city. The only gen- 
eralization possible seems to be that the firms examined were not consistently highly labor- 
intensive, as southern industry was not foo long ago thought of being. <^ 

Growth Trends ^ * ^ 

It is seen fromTaWe 3 /at there are high-growth industries locating in smaller towns. The 
higher figures repect the presence of industry-type? not, in fact, generally expected to locate 
in s«naller cititf^nd rwral areas: in S.C. City, cheinieals: in Miss. Town, pharmaceuticals. 
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Table M 



Percent of Firms and of Employment in Firms, in A^eas Studied, (1968) in 
Medium, and Low Investment Per Worker Industrial Categories^ 





Total 
Number 
of ^irms 


Percent Dis- 
tribution 
H L 


Total 


Total 

Employment 


Percent Di$~ 
tribution 
rf M L 


Total 


S.C. Town 


'48 


1 n 
\ 1 




JO 


•too 


Ljoy 




1 ^ 
i J 






100 


Rest of County 


24 


17 




4.1 


100 


1 'fsfsfs 






47 


50 


100 


Total County^, • 


42 


1 7 




•JO 


100 


4055 




10 


50 


40 


100 . 


Neighboring County 


31 






1 Q 


100 




r\ 


12 


76 


12' 


100 


Total Labor Market.Area 


73 


22 


48 * 


30 


100 . 


9300 




1 1 


65 ' 


24; 


100 


S.C. City 


52 


/ 




1 Q 

1 y 


100 






20' 


JO 




100 


- Rest of County 


29 


17 


59 


24 


100 


'^616 . 




12 


61 


27 


100 


Total County 


81 


23 


56 


21 


100 


11018 




12 


74 


14 


100 


Neighboring County 




• 30 


43 


27' 


100 


7597 




20 


68 


\2 


100 


Total Labor Market Area 


118 


26 


56 


18 


loo' 


18615 




26 


63 


11 


100 


Miss. Town 


17 


29, 


71 


0 


100. 


1376 




37 


63 


0 


100 


Rest of County 


5 


40 

32 


20 


40 


100 


385 




17 


13 


70 


100 


Total County 


22 


59 


9 


100 


1761 




53 


52 


15 


foo 


Miss. City " * 


51 


37 


¥ 


20 


100 


4273 




•20 


43 


37 


100 


Rest of County • 


10 


30 


50) 


20 


**-too 


'444 




*21 . 


53 


26 


100 


Total County 


61 


'* 37 


44 


19 


100 


AIM 




20 


44 


36 


100 



H = Investmept over $7500/Empioyee; M = $3500 - $7500; L = Less than $3500 

A sii^ilar tabulation for firms interviewed can be found in Appendix I. Generally, the set of 
interviewed fitois is more capital-intensive in each town using employment as a base, than is 
the set of all fij 

Source: Area Rmevelopment Administration industrial characteristics applied to all firms 
locatedjm areas studied. Area Redevelopment Administration, UvS.. Department of 
V Commjf ce, GROWTH AND LABOR FORCE CHARACTERISTICS OF M ANUFACWR- 
ING jInDUSTRIES, Washington: GPO,'l964 * 
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Table 1-2 
















) Percent of Fimvi md of Employment in Firms, in Areas Studied, (1%8) 
in High, Medium, and Low Labor Intensity In'dustrial Categories 




•i 




> 


ToUl No. 
of Firms 


' Percent Distribution 
H M L Total 


Total \ 
Employment 


Percent 
H M 


Distribution 
1 Total 


S.C. Town 


18 


12 


63 


25 


100 


2389 


11 


78 


U 


100. 


Rest of County 


24 - 


22 

1' 




-22 


•100 


1666 


12 


78 


10 


100 


Total County 


42 


17 


59 


24 


100 


4055 


9 


72 


19 


100 


Neighboring County* 


31 


13 


,52 


35 


100 


5245 


7 


69 


24 


. 100 


Total Labor Market Area 


73^- 




56 


29 


100 


9300 


9 


66 


25 


100 . 


• S.C. City 


52 


19 


60 


21 


100 


6402 


39 


37 


24 


100 


Rest of County 


29 




' 55 


31 


inn 


4616 


» 9 


71 

f 1 


20 


100 


Total County 


81 


17 


58 


25 


100 


11018 


27 


51 


22 


100 . 


^Neighboring County 


* 

J / 


30 


43» 27 


100 


/ / 


' 20 


68 


12 


100 


Total Labor Market Area 


118 . 


22 


53 


25 


100 


18615 


24 


58 


18 


100 \ 


H^iss. Town 


• 17 


52 


24 


24- 


100 


1376 


26 


39 


35 


100 f 


• RestofOopnty 


5 


. *40 


20 


40 


foo 


385 


28 


55 


17 


100 


Total County 


22 ' . 


50 


22 


28 


100 


1761 


21 


43 


30 


100 


Mis^.City 


51 


37 


33 


30 


100 


4273 ^ • 


20 


58 


22 


100 


Rest of County 


10 • 


50 


20 


30 ' 


100 


444 


62 


5 


33 


100 


Total County 


61 


39 


31 


30 


100 


' 4717 


23 • 


53 


24 


100 

ft 


H - Labor costs are oyer 30% of total costs; M 

> 


- 20-30%; L 


= Under 20% 


« 

4 









similar tabulation for firms interviewed can be f6und in Appendix L No clear pattern emerges 
as to differences between the sets of all firms and interviewed firms using employment as a base. 
The set of interviewed firms ar%more labor intensive in S.C. G^N, less labor intensive in both' 
Miss, towns, and about the same in S.C. town as thfe set of all fems. ^ 

..^ . 

Source: Area Redevelopment Administration industrial characteristics applied to all firms ^ 
* located in areas studied. Area Redevelopment Administration, U.S. Department of 

Commerce, GROWTH AND LABOR FORCE CHARACTERISTICS OF MANU- 
FACTURING INDUSTRIES, Washingto^^ GPO, 1964 
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Table 1-3 J 

PercciU of Firms and of Employment in Firms, in Areas Studied, ( 1 968) 
in High, Medium, and Low Growth J^xperience Industrial Categories 



Total No. Percent Dislribution 



Total 



Percent Distribiiiion 



\ 





* of Firms 


H 

§ 


M * 


S 


D 


Total 


Employment 


H 


M 


S 


t) 


Total 


S.C. Town 


18 


20 


47 


27 


6 


100 


2389 


26 


25 


45 


/ 4 


100 


Rest of County 


.24 


26 


21 


37 


16 


100 


1666 


67 


3 


18 


12 


100 

* 


Total County y 


42 


24 


32 


32 


12 


100 


4055 


42 


16 


A 
34 


8 


100 


Neighboring County 3 1 


14 


A 1 

41 


36 


9 


100 


5245 . 


5 


34 


5? 


2 


100 


Total Labor Market Area 73 


lU 


36 


J4 


10 


100 


*9^00 


31 


22 


41 


. 6 


100 


S C. City 


52 


3 1 


l\} 


3o 




lOU 


6402 


39 


15 


40 


6 




\ Rest of County 


29 


1^ 


17 


42 


29 


100 


4616 


10 


1 




34 


100 


Total County \ 


81 


24- 


19' 


'38* 


19 


100 


11018 


23 


T/48 


22 


100 


Neighboring County 37 


28 


19 


28 


25 


100 


7597 


56 


/ 


25 


12 


100 


Total Labor Market IKxea 1 1 8 


25 


19 


35 


21 


100 


18615 


37 


7 


38 


18 


100 


Miss. Town 


17 


43 


7 


50 


0 


100 


1376 


52 


1 


47 


0 


lOOj 


Rest of County 


5 


25^ 


25 


0 


50 


100 


385 


16 


63 


0 


21 


100 


Total County 


22 


39 


11 


39 


11 


100 


1761. 


45 


13 


37 


5 


100 ' 


Miss. City \ 


51 


31 


12- 


44 


13 


100 


4273 


30 


12 


53 


5 


100 


Rest of County 


10 


25 


0 


63 ' 


12 


100 


444 


9 


0 


89 


2 


100 


To taf County 


61 


30 


10 


47 


13 


100 


4717 


28 


11 


56 


5 


100 



H - 1962/1947 ratio for value added by industr>' exceeds by over 1 10% the ratioltor all 
manufacturing; M = ratio = 85-1 1 0%; S = ratio - 5 1-85%; D = ratio = less than 50% 

A similar tabulation for firms interviewed can be found in Appendix L No clear pattern 
emerges as to differences betW^een the sets of all firms and interviewed firms, using employ- 
ment as a base. The set of interviewed firms has a poorer growth record in S.C. Town and Miss. 
City and a better growth rec^d in S.C. City and Miss. Town than the set of all fimxs. 

Source: Area Redevelopment Administration industrial Jtiaracteristics applied to all firms 
located in areas studied. Area Redevelopment Administration, U.S. Department of 
Commerce: GROWTH AND LABOR FORCE CHARACTERISTICS OF MANU- 
FACTURING INDUSTRIES, Washington: GPO, 1964 
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Table M 

Feroent of Firmi and of Employment in Finns, in Areas Studied, (1968) 
in Hifh, Medium, and Low Artmgt Wafe Rate Industrial Cateforiea^ 





Total No. 


Percent Distribution 


Total 


Percent Distribution 




of Firms 


H 


M 


L 


Total 


Employment 


H 


M 


L 


Total 


S.C.Town 


18 


I" 


39 


50 


100 


2389, 


5 


19 


76 


100 


Rest of County 


,24: 


8 


25 


67 


100 


166^6 


2 


• 4 


94 


100 


Total County 


42 


9 


31 


60 


100 


4055 


3 


13 


84 


100 


* Neighboring County 


31 


13 


*42 


45 


100 


5245 


4 


47 


49 


100 


Total Labor Market Area 


73 


11 


36 


53 


100 


9300 


4 


32 


64 


100 


S.C. City 


52 .' 


8 


50 


42 


100 


6402 


28 


19 


53 


lt)0 


Rest of County 


29 


7 


21 


72 


100 


4616 


0 


9 


91 


100 


' Total County 


81 


7 


40 


53 


100 


11018 


16 


25. 


59 


100 


. .. * 

\ ' Neighboring County 


37 


16 


41 


43 


100 


* 7597 


8 


49 


43 


100 


Total Labor Market Area 


118 




40 


50 


100 


18615 


13 


29* 


58 


100 


Miss. Town ^ 


17 


35 


, 47 


18 


100 


13^76 


7 


90 


3 


100 


Rest of County 


5 


20 


60 


20 


IQO 


' . 385 


14* 

• 


31 


55 


100 


Total County 


25 


32 


50 


18 


100 


/l76} ^ 


9 


77 




100 


Miss. City 


'51 


22 


47 


31 


100 


' 4273 


11 


49 


40 


100 


Rest of County 


10 


♦10 


50 


40 


100 


444 


1 


39 


'60^ 


100 


Total County 


61 


19' 


47 


34 


fpo ■ 


• 4717 I , 


H 


49- 


.40 


100 



H Over $2.75/hour; M = $2.00 - 2.75/ hour; L = $2.00/hour 

* A similar tabulation for firms ijiterviewcd can be found in Appendix L Generally, th^ set of 
interviewed firms had higher average wage rates than the set of all fim^s* 

Sourcfe: Area Redevelopment Administration industrial characteristics applied to. all firms 

located in areas studied. Area Redevelopment Administration, LF.S. Department of , 
Commerce, GROWtH AND LAB0R FORCE CHARACTERISTICS OF MANU- 
FACTURING INDUSTRIES, Washington: GPO, ^64 
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There are several reasons why the existence of industries with lower historical growth rates 
should not necessarily mean that the town has little chance of growing. The first and most 
obvious reascJH is that the past growth trend does not necessarily determine the future trend 
(the textile industry is undergoing rapid technological change.) Second, the area may have a 
comparative advantage in resources which the firm needs, and therefore, regardless of growth 
rate in markets, an increasing share of production for the market may be generated by the 
town. ThirtJ^ this predominant industry may cause higher growth firms to enter, through the 
labof force which it has prepared, or through input or output linkages. Thet textile industry 
in S.C. Town is a good example. It is by far the town's largest employSr-type, with 4 firms 
at the time of the study (another has entered since). Large amounts of water and labor have 
been the prime attractions. A second generation of smaller firms have been stimulated which 
are in turn providing employment and income in the community. These ipclude an fh-plant 
food Supply firm, and a number of manufacturers of items like draperies, which purchase 
from the textile mills. ^ ' 

Wage Rate 

Table 4, hke the rest, draws from national data on the type of industry surveyed.. It shows 
that the types of industry predominant in the four cities studied were neither extremely low- 
wage nor high-wage industries, with the exception of S.C. Town, where the impact of tex- 
tiles again appears. Since this statement, however, is made about these industries on the basis 
of their national record, this is not to say that many of these industries which pay medium 
to high wages nationally may not be paying lower wages at their southern plants. 

Interviews with the firms produced some data on their wage practices, although complete in- 
formation on wage structures could not be obtained. From the information obtainable, the 
following points can be made: In the two Towns, production workers had httle to hope for 
in terms of income gains even if theif skills were upgraded. In the largest firms in each of the 
two Towns, the top wage ratje to which the work force, 70% of whom had high schogl de- 
grees in both cases, could aspire was $2.40 and $2.20 an hour, respectively: Those firms 
were regarded by the general laboring population as presenting the best employment oppor- 
tunities in the town. In Miss. Town, the other two large employers in the town had top wage 
rates of $2,20 and $2.00 an hour respectively, the latter firm being in a metals-working in- 
dustry. Firms in S.t. City were offering $2.80 as the top rate for the same skills. The average 
wage rate at the biggest employer in S<C. Town was $1.95. Top rates at other firms in the 
town ran from $1.80 (cut and sew) to $2.25 (textile) to $2.40 (textile). In keeping with the 
significant trend recently documented by Victor Fuchs^ for all city sizes, S.C. City and Miss. 
City as larger cities had far higlier rate^ on the average than their respective Towns. The 
starting rate at firms in the Towns was inevitably the minimum wage, $L60/hr. In both cit- 
ies, many of the larger employers had starting rates of $flf80/hr. Top rates in city firms ran 
usually from $2.80 to $3.20 (most of the major S.C. City firms) to $3.60 (metal working 
firms in Miss.). In .Miss. City, tncdisparity between top rates ampng firms was great. Tim- 
ber product firms had top rates of $2.20 and $2.60/hr. Metal-woVking firms ranged from 
$2.40 to $3.60/hr. in their top rates. On the other hand, cut-and-sew and other labor-inten- 
sive firms hiring primarily women offered no higher rates inTtlie^ties than in the Towns. 



Fuchs, Victor R./*Diffcrential in Hourly Earnings by Region ind City Size, 1959** Nitionil Bureau of 
Economic Research, Occasional Fapcr No. 101, 1967 
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I The wage for 50 - 70% of their work forces was the $ 1.60 minimum w^e, and top rates t 
were about $1.80/hr. ,^ 

Even if a worker could potentially earn a high wage - and most firms did not offer that po- 
tential- his chances of actuary earning that wage were contingent to some extent oh the 
job structure of the firm's enfclpyiment, i:e. how taany top-paying jobs were available in the 
plant. T6 measure this to some extent, the percentage of all production jobs which were 
classified as for foremen and craftsmen was estinji^ted for each plant that gave raw break- 
downs of its job structure. The percentages for all firms in each of the cities, e'xcluding cut-, 
and-sew firms, was as follows: 

S.C. Town 48, 1 1 , 9, 8, 6, wauld not say 

.S.C. City ' 45, 19, 12, 2, wOuld not say 

^ Miss.Towa 18, 11,9,6 *^ * , 

Miss. City 84, 33, 32, 29, 29, 21, 19, 16 f , 

As another measure of upgrading opportunities, the ratio of the total of tnanagerial,'technical, 
production foremen and craftsman jobs^to operative-Unskilled production jobs was estimated. 
Since in some firms, foremen on the assembly line were at tihies upgraded into lower- and 
middle - level white collar managers, this ratio measures the maximum upgrading potential 
of the firm. It also^easurcs the quality of jobs in the firm's employment structure as they 
would appear to a recent high school graduate. 

S.C. Town: 19, 12, 7, 3, 3, 1, ^ould not say (1) 

S.C. City: * * 20, 13, 3, 1, 1, would not say (1) ^ 

Miss. Town:. 3,3,1,0,0 ^ 

Miss, City: 12,10,10,6,6,2,2,1,0 

High vs. Low Technology ^ * / 

''"^^\here is a noticeable and universally - recognized shortage of highly traified labor and tech- 
nicians in the areas surveyed. It is no surpriscf therefore, that there are relatively few high- 
technology^- process firms in the areas, with some interesting exceptions. 

Interestingly, few managers interviewed perceived great flexibility in substituting capital for 
labor in response to changes in labor costs. This perception was quitd contrary to their 
firm's recent experience, however. This experience of substitution is important, since the 
minimum wage h^s been frequently and significantly in^feas^d over the-last decade, and since 
some commentators have claimed that autdmation and the cybernetic revolution have been 
drastically increasing the skill levels required f6r modem industrial employment, thereby 
adding to the difficulty of employing the rural poor. Of the 28 firms interviewed, some 12 
or 43% of the firms (representing about 62% of the total employmeftt of the interviewed 
firms) reported ^n upgrading of skill needs during the last ei^t ye^rs. Thi-ee firms rejgorted 
labor - dlsplacing automation over the past three years. Two of the firms estimated that 75 
and 30 jobs respectively >yere automated out of ^istente. In both cases, the cause for the 
switch was cifed as the increase in the minimum wage. Three firms reported plans for future 
✓«--labor - displacing automation affecting between 75 and 100 jobs. Three of a total of five 
firms reportinV pastlor future job - displacing automation were in timber - related industries, 
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•'characterized by a relatively unskilled labor force. Nine other firms undergoing chi^nge were 
replacing existing machinery with better machinery rather than substitutin^machinery for 
labor. In ^dc\\ of those fir'tiis, current production workers were upgraded Wrun the new 
machinery; no difficulties in retraining were reported.^ 

Comparisons Among Locations 

Aside from this analysis of vyhat prospet:ts ritay exist for all four cities in general, it is in- 
structive to note v^h'dt differences exist between states, between each town'and its rural 
hinterland, and J^etween th^ bigger and smaller towns (i.e. the Cities and the Towns.) 

TabJes 1 - 4 have shown the industry characteristics of the firms tn the towns, their county 
hinterlands, and in the case of South Carglina - where major emplo^ient opportunities 
exist nearby, but in another county - neighboring counties. The imn^ortance of the industry 
characteristics for the employment opportunities confronting the-^ork force is this: The ^ 
higher the past growth rate and the higher the labor - intensity, the more likely that the firm 
(in fact the industry) will provide a larger number of jobs. The higher is past growth, the 
higher are average wages; the higher investment per worker, the more likely that the jobs 
provided by the firm will-be "goodjbbs", i.e. jdbs with higher and/or increasing pay. As 
can be seen in Tables 1 to 4, industries represented by firms in Mississippi seem to have bet- 
tei^long term growth records, higher investment per worker, higher labor - intensity, anJ 
higher wages than firms in South Carolina. In terms of industry characteristics alone, the 
firms which have come to Mississippi are more suited to fUling EDA's objectives in the area 
than are the firms which have come to South (Carolina. (This does not consider firm be- 
havior within industries.) ^ 

In terms of the urban - rural split, the firms in all four places have better growth, higher in- 
L vestment, and high]er wages than those in their rural hinteriands. Such findings illustrate why 
laborers in rural areas might well view the four towns as "growth centers'* or centers of the 
best employment opportunities in their areas even though the four towns vary widely in size. 
Interestingly, there is a difference between the two states in the urban versus rural pattern 
concerning labor - intensity. In Mississippi, the hinterlands have the more labor - intensive 
industry, while in South Carolina, the cities do. Ceterus paribi^, the South Carolina cities 

^ Indeed, one of the larger metals working firms reported that tkc impact of technology in his industry had 
been essentially tojaise the skill requirements of what had been the higher skilled workers, while loweiHng 
even further tlfie skill needs of the average machine operative. 

Interestingly, two very large employers with a working force of more than 600 each reptirted an extensive 
upgrading of production worker skill requirements due to the institution of sophisticated quality and man- 
^ agement control systems. Prior to the system, the* production workers merely performed manual oper- 
ations amidst tlie machines! After the system, workers had to count and record on paper every few hours 
their production xates, the reasons why machines broke or slowed down, etc. Educational standards were 
being raised in the firm's hiring policies not because of the use of sophisticated machinery, but because of 
the need for th^ weaker to keep up the paperwork demanded by modern management systems. This im* 
pact of technology has received little attention to date from those interested in unemployment and labot. 
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thus can function as growth centers in their areas with a sUght advantage relative to the Miss* 
cities, where the number of jobs may be slightly low given the industrial base, even though 
the jobs which are available would be, industry wide, of higher quality. 

When the smaller Towns are compared with the larger Cities as to capability of functioning 
as growth centers, state differences again emerge. Both Towns demonstrate better long run 
past growth in the industries of their firms. In South Carolina, the City's firms are in indus- 
tries v/ith liighcr wages, investment per worker, and labor - intensity than arc the Town's 
firms - in keeping with the belief that the Cities are sources of better jobs than the Towns. In 
Mississippi, however, the opposite is the case. The Town's firms have higher wages, higher 
investment, and higher labor - intensities, as industry characteristics, than do the City's 
firms. Thus, the Town in Mississippi is more efficient as a growth center in comparison with 
its Heighboring City, than is the Town in South Carolina as compared to its City. 
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Changing Trends in Location 

There are a series of national trends in the locational pattern of industry which affect the 
smaller^uthern towns and theirrural hinterlands. First of all, there is a sixty-year old 
trend toward regional decentralization out of the Northeast, where almost two-thirds of the 
nation's n/anufacturing labor force was still located as of 1960, to the South and WestJ 
Second, there is a thirty year trend toward local decentralization out of the large cen- 
tral cities.2 Originally, manufacturing plants located in large cities in order to enj6y the 
large labor force, local access to materials and services^ and efficient inter-city transport- 
ation facilities available there. 3 Autos and truck^have made decentralized location feasible 
in recent years, while traffic congestion and premium central city land costs may be making 
decentralization desirable. Most decentralizing firms have moved to the suburbs or periphery 
of their original urban location. Some, however, have favored smaller industrialized areas 
and even jural towns. Coupled with the increased dispersion within industrialized areas, 
the overall trend favored increased concentration of industry in the major industrialized 
areas, whether Northeast or South, as compared to secondary industrial areas. A third trend 
focused on the structure of industry rather than shifts in location. This trend consists of 
increasing market - orientation in the location decisions of the firms. The trend results partly 
from the greater growth of market - oriented industries (manufacturing and especially con- 
sumer - goods - producing firms) in the national economy relative to resource - oriented in- 
dustries. When regional markets surpass the thfeshhold of size permitting economical oper- 
ations, parent companies erect branch plants for that market. Once one company in an in- 
dustry branches, competitors are often fprced to follow, lest the regional market be lost. 
TJie trend also partly results from the decreasing importance of raw materials in the product- 
ion processes of most plants. T1;hS decline in importance stems from technological and taste 
changes which produced a relative increase in processing costs and the decline in transpor- 
tation long-haul costs generally. 

The impact of these trends upon the smaller towns and their rural hinterlands has been mixed. . 
The decentralization of industry has pushed industry in the regional direction of the towns. 
The local decentralization or dispersion of industry has work-ed to the advantage of those 
towns near large industrial cities. The increasing market orientation of industry has pushed 
industry in the regional direction of the towns, but has worked against the towns by giving 
incentive's to industry to locate in the larger cities of the towns' regions and sub-regions. 

Small towns in rural areas have essentially two assets which th^ir large neighboring cities may 
lack: raw materials (whether food products, timber, chemicals, etc.) and labor surplus. Only 



^Perioff, Harvey S., Dunn, Edgar S., Lampard, E.E., and Muth, R.F., REGIONS, RESOURCES AND ECONOMIC 
GROWTH, Resources for the Future, Johns Hopkins Press, 1960 # 

^Creamer, Daniel, CHANGING LOCATION OF MANUFACTURING EMPLOYMENT, New York: 
National Industrial Conference Board, 1963 ^ ^ 

"^Thcre recently has been debate as to whether the case of inter-or intra-city transportation was the key 
factor in central city location. Firms could locate in suburbia and still be on inter-city rail lines in the 19th 
century. Such a dispersed location would have isolated them however from«Muto-less labor force since 
public transport would have been financially unfeasible for low volume moving to and from the plant site. 



6 



15 



(3029 



the latter asset has much effectiveness in attracting industry to the town and away 
from larger cities in the same state or region. Good transport connections, plentiful 
water, and cheap electricity are necessary facilitating assets, but are not sufficient to 
recommend the towns over their larger rivals to industries. The obvious exception to 
' this statement lies in an extractive industry such as wood products. 

{ 

Favors in Location Decisions - Interview Results 

The great majority of significantly large industrial firms located in the towns studied 
were branches of firms with headquarters elsewhere. Of the twenty-five firms which 
commented at some length on the chief factor in their decision to locate in the general 
region, five were resourice-oriented (timber in every case), 15 stressed the^labor factor 
as dominant, and five were firms started by native inhabitants of the areas. Questions 
were also phrased in terms of why the firm decided to locate in the town of their 
present location as opposed to some other town in the same state or general area. For 
17 of the 20 non-native firms, the existence of good transportation was considered an 
important facilitating, but not determining factor. Eight of the twenty non-native firms 
said that they had located solely on the basis of labor supply. 

Many firms admitted they could have gone to a number oflplaccs at the time of their 
decision, even giveh their needs for labor, water, power, t^. Five firms^-all located 
either in S.C. Town or in Mississippi City-stressed that the'salemanship of the town or 
county was the dominant factor influencing their decision. In S.C. Town, the firms 
acknowledging the decisiveness of local salesmanship accounted for more than 85% of 
the current employment of firms interviewed and 75% of the current total industrial , 
employ ment^ the area-some 2900 jobs. ^ 

.. . * * 

Only one firm mentioned financial inducements offered by the to^n a&a factor in their 
location dei;^sion. For that firm, which h*i made the regional choice (^uth) because 
of cheap latbdf,^the financial inducements iffered by the town were th^ dominant con- 
sideration in dhoosi^ig to locate in the town. (As an employer of 250, that firm was 
neither insignificant in terms of the local economy, nor jvas it critical.) One other firm 
noted that it was impressed by the low tax rates in the state and local areas but that 
labor was the dominant factor. Only three of the non-native firms were branches pro- 
ducing for a regional market. The other 16 non-native i firms were producing for a 
national market, whether as an independent or as a branph of a national firm. 

V 

One must'be wary of Conclusions from such scattered interviews, but some observations 
can be made. First;* local salesmanship is a critical element in the location process. 
Towns can have labor, water, power, good transportation, and other attractions, and yet 
fail to elicit the attention and then the interest of outside firms for want of a concerted 

1 There were a few location reasons given which broke with the general pattern: One cut and lew 
firm located in the town because the son of the chief owner and manager of the parent company had 
worked in the town for several years for a plant in a different industry and had recommended the 
town^tron^y to his father at the time the decision was being made between several equally viable i 
labor-abundant locations. Another firm, manufacturing tile, located in Miss.Town as the second 
largest employer at the time because leading town citizens banded together to purchase a major por- 
tion of the»finn's stock with the express intention of bringing the firm into the town. The firm im- 
tially had planned a location at the other side of the state, but had been relatively indifferent between 
locations. After changing its location plans, the firm consistently failed to turn a profit or issue a 
dividend. The citizen stockholders were left disappointed, having nothing^to show for their invest- 
ment except philanthropic pride at having helped their town and fellow citizenry. 
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sales effort. A town committed to industrialization and with dynamic feadership-sefoi as 
S*C» Town-can achieve great growth through intensive salesmanship. Second, most of the 
firms which have come to the towns since 1950 and especially since 1960, have conre primarily 
because of the availability of cheap labor. The timber and local firms^-with one exception- 
located long before 1950 and were the core of industrial employment up to 1950. Third, 
water and transportation-though facilitating and not determining factors-were important in 
location decisions. Without such assets, the towns even with their labor surplus would not have 
grown nearly as fast. Most of the non-cut''and;se>* plants could not have come without such 
attractions. Fourth, financial inducements to the firm from the town did not appear to be 
major factors in the location decisions of most of the'firms, even though firms were questioned 
as to^their choice between particular towns in the same general area, fifth, market proximity 
was seldom a dominant factor in the particular town location of the firms within the region. 
Sixth, when firms came in search of labor, thej;^ looked for labor available at low wage pates, 
rather than for specified skills. 
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An observation can be made concerning the preoccupation with "'footloose" industries that - 
has existed among economists during'^the last decade. ^ Of the twenty-eight firms interviewed, 
only one could in fact be termed footloose, or capable of moving almost overnight at minimal 
cost to a new location;^ Several firms were footloose in a different sense at the time of their 
initial Ipcation, i.e. since they had decided to absorb a certain cost in njoving, and since they were 
not tied tg any resource or market, they were capable of moving to almost any location. These 
firms, once located, however, had such extensive fixed capital investments that they could not 
have relocated without prohibitive expense. Interestingly, the one footloose firm that was dis- 
covered was showing signs of preparing to mowj^ out of the country in response to the j'ising 
minimum wage. Expansion had been stopped at the current plant and a new plant had been 
opened in Jamaica. There were indications that the firm was nojf'atterttrting to replace employ- 
ees who left via normal turnover. Compjaints about the present ^ite flowed. readily from the, 
plant manager. The loss of the plant would be a severe Wow to the town's employment market, 
since the firm had once employed soipe 1500 unskilled women. The firm was by far the largest 
employer in the town as well as in tlvat critical sector (unskilled female) of the labor lA-ket. 

What appears to take place then, is a decision to locate in the region because of labor availa- 
bility and lower wages paid. At the ^me time, the less frequent emphasis on labor as a prime 
motivation when the choice of town is questioned, t|ie^izab*le response on transportation being 
facilitating, and the lack of focus on any one thing as being determining, would indicate that 
a rather wide range of location motivations comes into play on town choice. Recent location 
surveys would support this.-L.,..^ 

^Walter hard in LOCATION AND SPACE ECONOMY defines "footloose" as "...industry that has^q in- 
clination to locate at any particular site." (MIT Press, Cambridge, 1956), p. 8. Edgar M. Hoover in^ 
LOCATION OF ECONOMIC ACTIVITY terms "footloose" those "industries for which neither procure- 
ment nor distribution cost is an over-ruling locational factor." (McGraw Hill, New York, 1948), p. 36N. 

Interestingly, although the firm by its own admission and by. the appraisal of informed observers was 
"footloose," its industry characteristics as dcscribeci in the ARA document, GROWTH AND LABOR 
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, featured a medium investment per em- 
ployee and low blue collar component of the labor force. In sliort, the footloose quality of the firm 
would not have been inferred from its industry characteristics. 

U.S. Department of Commerce, Area Redevelopment Administration, GROWTH AND LABOR FORCE 
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, U.S. Government Printing Office, Wash* 
ington, D.C., 1964. 

^Macc, Ruth, INDUSTRY AND CITY GOVERNMENT, Chapel Hill: University of North Carolina. 1963. 
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Summiiy - Minufscturing Base and Industrial Location Trends 

A few remarks arc sufficient to draw these points on the industrial base together. First, 
with a steady increase in the quality of transportation facilities, particularly due to the 
interstate highway program, the emphasis on p|oximity to market has declined substan- 
tially. This has led to many firms locating in small towns from which they ship their 
product long distances. These "export" firms show no marked propensity toward either 
capital or labor intensity; there is considerably more capital and less labor intensity than 
indicated by those who have cited the dominance of "footloose," low-investmwt-per- 
worker firms in the rural South. The export firms which have located in tiiese alreas are 
representative of bQth high and not-so-high growth firm^Jthis would ten(J to contradict 
the conventional wisdom that firms locating in southern rural areas are those in trouble. 
Wages are not universally low in these firms, and some are in high technology industjfy; 
however, branch-plants inihese industries in southern locations are probably paying lower 
wages than are their northern counterparts which employ anion labor. 

The mun^ reason firms located in the areas studied appeaXto be the availability and 
low price of labor; the narrowing of a decision to a specific town is based on labor plus 
a broad range of other factors, with adequacy of transportation as a constraint. Firms 
tend to choose towns whieh are "sold" aggressively. 

As for providing the manufacturing base for growth centers, then, fhis industrial compo- 
sition! can be evaluated in this way: 

-Most p{ the employment provided in these areas is provided by firms which export their 
products from*the region. • ^ 

-These firms are therefore dependent for their ^owth on the national demand for their gooas; 
a sizable number of these firmsare in high-growth industries; the growth prospects of the 
industries as a whole are fair^^^tlxed* 

-Although skills are lim^d/n these areas, a number of relatively high-technology firms have 
located. The capital inywtment per worker is perhaps higher than was expected. Wages are not 
-J ^|iniversally low in the<ie industries, nation-wide, although these industrie^ are offering lower 

vages at their southern than at their northern locations. What the nafional wage analysis does 
ell us is that those firms are in industries which are not "sick" or footloose. On the con- 
ary, what may be indicated is that companies with reasonable growth potential, in re- 
sponse to growing markets, are branching into areas with good transportation facilities and 
ample labor* and are delighted to be able to pay the labor less than at their other locations. 

JOURNEY-TO-WbRK AND THE SIZE OF THE AVAILABLE LABOR FORCE 

In addition to receiving services from the centfr, the suburban and ex-urban residents 
of that county and of surrounding counties rely on the center for employment oppor- 
tunities. In this way, the area over which the growth center hjbs predominant influence 
is roughly measured by tlje bounds of its labor fofce. Other than for this definitional 
usage, this concept is useful in indicating the growth potential of the center. The city's 
employment can obviously grow only as fast^^as its labor supply. The labor force grows 
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in five ways: non-residents of Jthcarea migrate in; the bounds of the **area" arc ex- 
tended, perhaps ^irough a better information system or a tran^ortation improvement; 
the participation rate rises, for instance through the entrance imo the work force of 
housewives or otl^er non-registered residents; through natural population increase 
(excess of births over deaths); or out-mi^tion declines* 

An additional option is open to better paying employers: Underemployment in rural 
areas is pervasive. For an industrial employer, the underemployed represents perhaps 
the largest ^gment of the labor f6rce he will be able to exploit without raising the price 
of labor for given skill positions. 0 

The second of these events, which concerns the geographic breadth of the labor market, 
is of paramount importance in the.gcowth center literature, and Regarding this, our field 
studies have yielded some valuable insights jinto ^wth center strategy. 

Some instructive and useful work has been done recently in recording and analyzing 
commuting pettems as indicators of patterns of regional economic activity* The 
Office of Business Economics at the U.S. Department of Commerce has produced 
state mraps showing county-to-count^ commuting patterns as they existed in 1960 
(frojn census joumey-to-work data), Brian Berry, within a project at the Center for 
Urban Studies at the University of Chicago, has produced maps which define the comm- 
uting fields of mayor metropolitan centers. From this information, he has analyzed 
v'V/ie degree of participation in metropolitan labor markets, with an hypothesis that 
uhis is the key variable in what we will term the *rcgional welfare syndrome', indexing 
>the gradient of urban influence on surrounding areas." ^ The analysis shows a high 
conrelation between this key variable, which decreases with distance ffom urban centers, 
and various welfare measurements, including: average value of farm land and buildings, 
median family income, median school years completed, rate pf population increase, 
percent gain in the population through migration, and unemployment rate. The cofi- 
clusions drawn from this analysis are criticized in Section V. The analysis is very useful, 
however, and it is interesting to examine the counties in 'the areas studied, regarding 
1960 temmuting patterns. 

The foUowing table summarizes 1960 commuting, by number of workers, into and ob^ 
of the counties containing the four cities &nd two growth centen. It is immediately 
evident that Memphis and Charlotte are important employment centers. Once this is h 
said, some interesting patterns remain. The ratio of in-cOmmuters to out-commuters 
for the county containing S.C. City is positive, though with a value approaching 2, as 
opposed to Charlotte's 6. On me other hand, Miss City (County) did not have a 



1 Mmy, Irian J., ST ATIAL ORGANIZATION AND LEVELS OF WELFARE: DEGREE OF 
METROPOLITAN LABOR MARKET PARTICIPATION AS A VARIABLE IN ECONOMIC DEVELOP- 
MENT, Paper prepared Tot the EDA Research Conference, Withington, D.C^ Febniaiy, 196S. 
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positive ratio. This, combinedj^with the very small ijumbers moving between counties in 
Mississippi generally indicates a very short distance commuting pattern, a phenomenon 
supported by the field studies. ^ ^ 

Commuting in 1%0, by Counties containing: 

• " * 

^. . Memphis ^iss. City Miss. Town Charlotte S.C. City S.C. Town 

Into 4789 264 351 12,80J 1416 -.503 

Out from ^2738 315 383 2,369 832 1064 

^ * * 

* i • 

Referrirfg to the abstract map earlier in this section, one would expect to see a commuting 
dependency of the small town in each region on either the large urpan center or oa,the dis- 
trict center. -The 1 960 pattern was: ^ ' • 
/ 9 ' 

By County 

No. Comniuting Distance between cities 

S.C. Town to Charlotte 0 70 miles 

S.C. Town to S.C. City ^ ^ ^ 0 40 miles 

Miss. Town to* Memphis 0 75 miles 

Miss. Town to Miss. City ^ ♦ 141 40 miles 

The lack of<cornmuting between small towns and large urban centers is lai:gely determined 
by the deliberate choice of field study towns which are well separated from SMSAs. Never- 
theless, the absence of very little commuting between either small town and any other town 
of significant size is striking. In contrast, there was metre movepient, overall, in the opposite 
direction! * I 

No. Commuting \ 

^ S,C, City to S.C. Town 31 

Miss. City to Miss. Town * 139 

The 'extreme picture painted by this analysis is somewhat misleading because: data is by 
county, so that the effect of cities is implied rather than explicit; and we have shown only 
the cpunties containing the towns studied. In the case of South Carolina, if the next most 
industrial county contiguous to that containing S.C. City is included, the picture changes 
somewhat: 

No, Commuting 
. S.C. Town to S.C. City (2 counties) 388 
2 counties around S.C. City to S.C. Town 121 
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Overall, however, in 1960 there was not much' commuting dependency of t>le small 
towns on significantly-larger towns. Commuting, instead, was to numerous other 
small towns. Sipce 1%0, the towns have increased their power as emplo/ment centers, 
and we would therefore expect to find even less dependency on the larger centers. 

Unfortunately, the latest data a^vailable for such an analysis is from the 1960 Census. 
Since much of the industrial growth in the towns studied has occurred in the last eight 
years, comparative current data would be very useful. In the al?sence of such data, 
interviews conducted with the firms reveal the present characteristics of the breadth 
of 'the labor market in and around each t^wn. 

The labor market has geographic bound^es, and these boundaries are measurable in 
two ways. First, wK&t size area do firm managers believe XKey are capable of drawing 
labor from? Second, what size area is a firm presently drawing its labor from, in terms 
of commuting patterns? Both definitions have important implications. The first defini- 
tion is indicative of the area in which a firm will actually try to recruit. It also indicates 
the area which will be identified to industry prospects who are contemplating relocation, 
as their prospective labor market. The larger the perceived area, the larger the geographic 
area on which firms are likely to have an impact in the labor market and the greater 
the economic assets with which the town has to bargain in the market for new industry. 
The second definition is- indicative of the labor supply which could be even better develop- 
ed as an attraction to new industry and is also a major indicator of the town's "welfare 
radius". Roth definitions have obvious relevance for the adoption of any growth center 
strategy. When used jointly for a town, they suggest the gap between the potential and 
actual geographic labor market being utilized in that town. When either is used to compare 
the towns, it can suggest differences in the economic attractiveness of the towns to an 
outside industry, as well as differences in the extent of exploitation by the communities 
of the economic resources at their command. Such differences canlBc dfxe to variations 
in transportation quality, in geSgrapfiic proximity to other competing^enters of employ- 
ment, in the quality of community leadership and/or recruitment institutions, or in 
the quality and/or behavior of workers distributed over the geographic area around the 
town* 

Interviews with firms led to a consistent set of conclusions. Employers in the larger 
city of the pair in both states perceived a larger labor market and reported c'ommuting 
that was more frequent and longer in distance than employers reported in the smaller 
towns. These findings suggest that the larger town already serves more intensively aj 
an*employment center for a given expanse of hinterlands than do smaller towns, and 
that the larger town ^an serve as an employment center for a larger geographic area than 
do smaller towns. This difference probably results from the better existing transportation 
network which services the larger towns, the higher wage rates which are paid in larger 
towns i (which can compensate for greater expenditures by the worker on transportation), 
and the better organized and administered recruitment institutions in larger towns' 



iThis phenonmenon has been most recently do/tfinented by Victor R. Fuchs, DIFFERENTIALS IN 
HOURLY EARNINGS BY REGION AND CITY SIZE, op cit. Fuchs controlled for race, sex. education, 
and age of the labor force and stUl found a sizable differential in wages a^cribable to city size- 
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(the Employment Security Offices, the Chamber of Commerce, and the communica- 
tions media.) A behavioral quirk bf the suppliers of labor may also be a factor. It may 
well be that a worker looking for a job considers primarily the total number of jobs 
available at a town, believing that the larger this number, the^gfeater the probability 
that he will find a job to match his skills. The worker may overlook-because of ignor- 
ance or because the costs jof obtaining the information are too high-the numbers of 
workers competing for these jobs.^ 

The differences between city and town in South Carolina were marginal, while the 
differences between city and town in Mississippi were large. The strength of S.C. Town 
in exploiting its hinterland suggests that it may be acting as a growth (^nter for its 
geographic region on a level comparable to S.C. City. Except for the transportation 
factor discussed below, however, there would appear to be no major difference in the 
natural attributes of S.C. and Miss. Town. The differences that do in fact exist may very 
well be due to the quality of leadership in S.C. Town and its relative openness to utilizing 
the Negro labor in the hinterland. 

Another finding that emerged from the data is that firms in both the City and Town in 
South Carolina perceive 'geographically larger labor markets and and report commuting 
of greater frequency and for longer distances than do firms in Mississippi.^ Indeed, a 
firm in S.C. Town appears to be able to recruit effectively in as large or larger an area 
as does^the average firm in Miss. City. This state difference suggest? that given present • 
conditions and practices, towns in Mississippi will not function nearly as effectively as 
growth centers for their region as will towns in South Carolina. The chief reason for 
this appears to be the greater resistance of community leadership in Mississippi to changes 
whiqh would define a broader labor force, including many rural Negroes, and the lower 
quality of the transportation network around the cities studied in Mississippi. In a state 
inNjvhich the allocation of road funds has highly political overtones, the towns studied 
in N^ississippi have fairly consistently voted for losing candidates for statewide office. 
The lower incomes of rural residents in Mississippi as compared to South Carolina 
restricts the relative private transportation resources*{autos, money for fares) at t 
command of Mississippi residents. 

Workers hired by firms in Mississippi may have tended to move their residence to the 
town of their employment, while workers in South Carolina tended to commute indef- 
initely from their residenoe at the time hired. The trend of the Mississippi region 
towards large land units, tenant ownership, and non-land owning rural labor~in con- 
trast to the South Carolina pattern of small farms individually owned-would have 
facilitated such a pattern. Reports by plant managers*also tend to support the thesis 
of more extensive intra-state migration in Mississippi than in South Carolina. Tfie 

1 This behavioral quirk was suggested by our interviews with Southern* workers, and by the empirical 
findings of various survey and economic studies of migration; further investigation would be interesting. 

2 In both S.C. Town md City, more thin 70% of the firms- 10 of a total of 13 firms responding- 
perceived a labor market area greater than 25 miles in size. Four firms, all in S. C. City, (jited areas above 
35 miles and as large as 50 miles. In Mississippi, on the other hanc), only 3 of the 13 firms responding 
reported a labor market area of greater than 25 miles. Indeed, none of the firms in Miss. Town saw much 
chance in finding laborers beyond 20 miles or so. The city firms in both states reported a larger area than 
those in their respective towns. S.C. Town, however, generally perceived a larger potential market than even 
Miss City. (Two firms in Miss. City did perceive themselves, however, as competing for higher filled 
workers with several major cities more than 60 miles away.) The commuting patterns of current employees 
give similar results. Generally, wx)rkers tended to commute further in South Carolina than in Mississippi, 
and City employers were typically able to draw workers further than firms in the Towns. 
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managers of many firms in Mississippi reported sizable changes in residence by their 
employees after being hired. Firm managers in S.C. City did not have such a perception, 
while managers in S.C. Town did. ^ ' ^ 

Summary - Journey-To-Work 

Generally, the small tbwns studied do not seem to depend significantly on job oppor- 
tunities existing in larger towns. It appears that a growth center can functiqp in three 
different ways: as a stimulus to short distance migrations (Miss. City, Miss. Town), ' 
* as a focus for widescale commuting (S.C. City), or as a stimulus to both migration and 
commuting (S.C. Town)*. Relatively sipall towns can command broad labor markets if 
they arc located far enough from much larger cities. It should be noted that each of these 
patterns has very differentimplications for the impact industry has op the public 
service sector and the population, and for the design of accompanying federal programs. 



THE TRADING CENTER 



The ability of a city to act as a **center" implies that a range of services is supplied by the 
center to residents in the area surrounding the center. Public service provision, unique in 
several ways from the supply of other services (and deserving of special attention since 
E.D.A. has a vested interest in water and sewer projects) is covered below a separate sec- 
tion. The commercial functions ("tertiary" or ^'non-basic" economic activities) are com- 
mented briefly on here. 

The retail sector of Miss. Town, with probably one-third more people than S.C. Town, is several 
times the size of the latter. * This would indicate jj^t either there is greater purchasing power . 
inside the town, or that more people outside the town are utilizing it. One additional factor 
which explains some' part of this is the college in Miss. Town, which provides an infusion of 
outside income not enjoyed by S.C. Town. The wholesale sector is similarly better-developed 
in Miss. Town than in S.C. Town, since the former has become an agricultural machinery center 
of considerable magnitude. 

Although both Towns are similarly distant from the Cities studied, and although Iboth Towns' 
employers share to soma extent their labor markets with the Cities, the Towns differ in their 
linkage to the Cities as trading centers. S.C. Town is somewhat subordinate, a consumer of 
S.C. City's JWgher trading functions. Miss. Town, on the other hand, is not as strongly 
dependent on Miss. City*s functions. 

Both Miss. City and S.C. City are the major retail centers for residents within 50-100 miles. 
Their competition is perceived to be the largest cities in adjacent states, rather than other 
towns in their region. Residents of S.C. Town reportedly travel to S.C. City several times a 
year to 6uy suits, cars, appliances, etc. Residents of Miss. Town on the other hand travel 
several times a year to Memphis and to a town of equal size but with a well developed retail 
sector, some 40 miles a>yay. 

One must be wary of accepting too readily the current trading activities of towns and cities 
as their natural economic lot. Much current activity may be constrained by capital market 
imperfections, rather than by market size. Neither the towris nor even the cities offer entre- 
preneurs the higher order service of finance capital. Capital generated in the area is primarily 
invested by the local bank^ in the National money market, where rates of return are higher 
and more importantly where risk can be minimized. Where local entrepreneurs wish to build 
new service shops or expand old ones, where small home-grown industry wants to expand, or 
when a local developer wants to.build several new housing units, money often must be borr- 
owe*i from out-of-town or out-of-state. (There were exceptions seen, but these generalizations 
hold, in the main, for the areas studied.) The failure of local banking institutions to provide 
the needed finance capital for development of the secondary, tertiary, and housing sectors has 
been a major factor in limiting the diversity and quality of retail, wholesale, and service op- , 
portunities which the towns and cities can offer the region. 
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The explanation for the banks* behavior is readily available from monetary theory and em- 
pirical research J Because even the potential market for a retail merchant is obviously more 
limited in smaller cities than in larger cities, a loan to such a merchant entails higher risk. 
Regional banks with branches in smaller cities have strong incentives to invest as much cap- 
ital as possible in the national money market where less risky opportunities are available. 
The lack of competition among banking institutions in smaller cities - as reflected by their 
number - removes the incentive to cater to clients* credit needs. The relatively small vol- * 
ume of assets means that risk aversion is high. The size of the portfolio is also not large 
enough to justify significant volumes of local (higher risk, lower return) investments. In 
addition, the ability of bankers in smaller cities is also probably more limited than bankers 
in larger cities. In any event, there is much testimony that they are "very conservative," i.e. 
their risk aversion is higher than that of bankers in larger cities. The combination of these 
two factors - higher risk aversion and higher risk - probably increases even more, in the towns 
and cities surveyed, the discrimination against lending to small business, which has been doc- 
umented nationally- Two other behaviors are also hypothesized to exist. First, a city size 
interest rate differential probably exists, to complement the regional interest rate different- 
ials which have been documented in research on the national money market. In other v^ords, 
the larger the city, fhe lower the interest rate for an investment of given rate of return. Sec- 
ond, the customary behavior of banking institutions in rural areas and small .cities is probably 
to allocate finance capital relatively more by credit rationing than by interest rate. This prac- 
tice would reduce the city size interest rate differential, although the differential probably 
continues to exist. These banking behaviors in smaller cities or rural areas have never been 
researched in a rigorous fashion, although-the need for such research is great. 

The malfunctioning of these banking institutions has important implications for growth center 
strategies. Two pointi must be stressed. 

Fir!5t, the behavior of these institutions is not optimal in terms of resource allocation. That 
is, the risks entailed by investments in the retail, wholesale, and housing sectors are not so 
great as tc warrant the conservatism of local banking institutions. This is clearly shown by 
the willingness of banks in larger cities to finance the better local projects, after local banks 
have refused. Most of the major retail and wholesale expansions are financed by non-local 



ISee in support of the above observations: Paul A. Meyer, **Pride Discrimination, Regional Loan Rates, 
and the Structure of the Banking Industry," JOURNAL OF FINANCE, 19 (Dec, 1964); Fraiiklm/Ed: 
wards, ^'Concentration in Banking and Its Effect on Business Loan Rates," REVIEW OF ECON0MICS 
AND STATISTICS, 46 (Aug., 1964), 294-300; and FINANCING SMALL BUSINESS, Report by *the 
Federal Reserve System to the Coqimifjee on Banking^and Currency ai>4 the Select Committees on Small 
Business, 85th Congress, 2nd Session, 1958. Interviews in the Towns arid Cities with bankers, businessmen, 
merchants, etc.. yielded a consensus as to the **facts** (e.g. local luisiness borrows out of state, local banks 
invest their capital in national money market and carry on marginal local credit opetatioiis; banks have high 
risk aversion by own admission; banks appear conservative to borrowers or observers having experience in 
larger cities). 
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banking institutions. After local efforts had failed for a decade, outside interests came into 
S.C. City and built the laj-ge shopping center with capital borrowed outside the area. The 
center became the chief retail center of the city. Its rivalry forced the complacent down- 
town merchants, whose receipts were reduced 50%, to undertake rehabilitation of the down- 
town retail section, which had remained unchanged for three decades. The plight of its 
chief depositors forced local banks to become more generous in lending for local improvement. 
Similarly, in Miss. Town, the complacent merchants in the downtown retail sector were hit 
hard by the arrival of a large discount store/shopping center, developed by outsiders with 
outside money. The retail opportunities in both towns were there. in abundant quality; 
local banks (and older merchants) had grossly exaggerated the risks and home grown entre- 
preneurship had been stifled. Similarly, most new housing construction in all four towns 
is done with money borrow^fcin the state capitol or out-of-state. Local independent developers 
seldom construct more than 3 or 4 units a year, thus, the major housing developers in S.C. 
City are agents of out-of-state interests. One of the chief causes has been the conservatism of 
local banks. 

Second, the problem is not that insufficient capital is available in smaller cities for secondary, 
tertiary , and quatenary sector development, but rather that capital which is available is not 
used for such development and is invested outside the area. If the problem were one of non- 
available capital, one could simply conclude for policy purposes that one has found another 
reason why only largei cities are feasible as growth centers. The actual situation - available 
but nonused capital - suggests that policy, with reJ^Tively marginal effort, might be able to 
significantly alter current behavior and greatly increase the effectiveness of the Towns and j 
Cities surveyed as growth centers. * ^ 

Why might a change in local banking institutions significantly enhance the capability of the 
Towns and especially the Cities as growth centers? First of ali capability as a trading center 
would probably be greatly expanded. The current absence of many (and/or better) retail 
and service activities is due primarily to the absence of finance capital, rather than the 
absence of a large enough customer market. The theory of central place hierarchies has 
ignored the capital market and assumed that market size was the dominant factor in deter- 
mining whether or pot a place off ered various services. Capital market imperfections may be 
just as Central a factor, however. The minimum threshholds of adequate market size to 
support various activities may well be far lower than central place analysts have hitherto in- 
ferred. 

Second, the housing sector would be greatly strengthened. The low rates of new house 
construction are a major^eterrent to migration, new industrial locations, and expansions. 
Most firmjnanagers in S.C Town and City and Miss City complained vigorously about the 
lack of ''good" middle and upper income housing for managers and professionals. Com- 
plaints were strongest in the branch firms of national corporations which had expanded, and 
thus had had to house new managers, professionals, and technicians sent South by their 
national offices. Managers also admitted that the representatives of industry prospects, who 
in recent years were increasingly turning the towns down, frequently phoned them for eval- 
uations of the housing market. Some managers who complained of labor market tightness 
agreed, on questioning, that the housing shortage made it difficult for the firm to hire work- 
ers from farther away; skilled workers would find it difficult to find housing worthy of the 
rent they were capable of paying. Similarly, it is clear that the laggard housing sector has 
been a major constraint upon population growth in the towns, and upon the capability of 
the towrts to function as growth centers in terms of migration. This important role of 
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local banking institutions in constraining the housing supply and thus the migration to, pop- 
ulation growth in, and industrial development of smaller size cities is critical to the problems 
of rural development. 
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MIGRATION ^ 

Of critical importance to both the questions asked and the arguments made in this report 
is the movement of people within regions and between regions. To some ext^t migration 
trends can be takerf for granted, and used as ^ backdrop for action; in other words, we can 
assume that there is an inexorable flow from rural to urban areas, ^ and must shape our 
programs to be consistent with this inevitable flow. A variation of this assumption is that , 
migrants flow progressively through a series of cities of increasing size; for instance, a 
medium-sized jcity of 100,000 is an intermediate stop where former rural residents will 
stop for a few years, making a rural to urban transition. ^ On the other hand, the policy- 
maker can accept the goal of shaping this flow (and in the extreme case, reversing it) with 
public programs. Particularly regarding public assistance to small towns, public investment 
can influence population movement, and/or the impact of the investment may be altered 
by population movement. 

The growth center, or the* town with growth center potential, would be expected to have 
shown that it can attract population flow from surrounding counties and/or that it can 
reduce a previous flow of migration from a multi-county area (residents may remain in 
nearby counties, but commute to the town-see the options under journey-to-work, above). 

We will first discuss the pattern of migration in the South as a whole, and then consfder 
the special cases of Mississippi and South Carolina. For the South as a whole, we will 
review the findings of other studies.^These studies rely in part on census data, and in 
part on survey data. When we discuss migration in South Carolina and Mississippi, ho\y- 
ever, census data must be relied upon exclusively. 

Migration In The South 

The basic pattern of net migration in the South has existed unchanged for many years. 
It is a movement of population out ef the rural areas, and into the urban areas bftJle 
South and of the North. Since the 1920's the South has lost at least one millioa^f its 
population through net migration every decade.^ At the same time, the rural popula- 
tion as a proportion of the total population has been steadily declining, despite it^ 
very high rate of natural increase. More ffccently, however, the process has accelerated, 
and the rural farm population has suffered substantial declines in absolute terms. The 
. increased "push" on the farm population, originating from t|ie mechanization of agri- ^ 
culture, is complemented by the ''pull" of employment opportunities in the cities. 

Not everyone responds to these forces; migration is a highly selective process. It is 
useful to consider the special characteristics of migrants. The most easily measured 
characteristic is the age distribfation. The migrants include a jdispropoftionately large 
number in the prime working ages.^ The population left behind will have a higher 

^Calvin Beale, for instance, feels that the sociological reasons for (particularly) young peopfe desiring more 
urban amenities have often been overlooked, and that vye can expect this flow to continue despite invest- 
ment efforts in the rural areas. See Beale's remarks in THE RURAL TO URBAN POPULATION SHIFT, 
National iCfanpower Conference, Oklahoma Sta.tc University, May 17-18, 1968. % 

^Chapin, F. Stuart, and Weiss, Shirley F., URBAN GROWTH DYNAMICS IN A REGIONAL CLUSTER OF 
CITIES^ New York: John Wiley, 1966. 

^ ^Kain, John F. and Persky, Joseph J., THE NORTH*S STAKE IN SOUTHERN POVERTY, Program on 
Regional and Urban Economics, Discussion Paper No. 18, Harvard University, May, 1967. 

^U.S. Department of Commerce, Area Redevelopment Administration, Economic Development Research, 
MIGRATION INTO AND OUT OF DEPRESSED AREAS. Washington, D.C., Government Printing Office, 
i964, p. 19. 
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dependency ratio than otherwise; tliere will be many old people and children, but few 
workers. It will also have a lower birth rate, because the migrants include a dispropor- 
tionate number in the prime reprocjuctive ages (20 to 30). 

The migraii^re generally better e(|}ucated than those who remain behind. They are 
also more lik&ly to be professional beople, business managers, or officials. ' Thus the 
areas of net out-migration ibse the ^ost productive elements of the^r populations. If 
the process of emigration continue^ for several years at a high rate Ahose who remain 
will be those with a low propensity! to migrate. Increased incenti/es would be necessary 
to maintain tjie outward flow of migrants. * \ 

Because of data limitations, net migration figures are Used for most Analyses. However, 
there are some data on gross miration available from Vnational survey. These show that 
the rates of gross emigration ffom depressed areas are actually lower Hiqn for other areas. 
The depressed areas have hi^er fates of net emigration, however, becau^ there is almost 
no gross in-migration.2 The same survey also provides information on return migration. 
Since 1950, about 20% of all migratipn has been back to a place of prevjfous residence. 
Of this, half has been back to the place of birth.^ 

So far, these characteristics of migration hold for both blacks and whites. Patterns of 
migration in the South vary widely by race, however, and it is useful to note differences 
in the migration behavior of whites and blacks. The most striking difference is in the 
destination of migration. The blacks migrate out of rural areas in the South, and al^iost 
exclusively into the large metropolitan areas of the.North. They may move to a southern 
city as the first stage to their migration to the North, but their net movement has been 
out of the southern cities. The whites migrate from the rural areas of the South, both 
to more urban ar^as in, the South, and to the North, particularly to medium-sized dties."* 
Ninety per-cent of the blacks leaving the South have gone to metropolitan areas o^ population 
at least 250,000, compared to only 60% of the whites.^ In selected Mississippi counties 
between 1950 and \ 9^, blacks were about 10^ more likely than the whites to migrate 
out, or^ess likely to migrate in. Only the most urban counties show a net gain for non- 
whites. , 

Many of the counties with rapidly growing employment in manufacturing are experiencing 
net immigration of whites at the same time as net emigration of blacks. The growth of s 
urbanization and manufacturing in the South seems to offer little attraction to th^ black 
rflan, and much to the white. 6 The massive net out-migration of blacks from the ^outh 
is due to circumstance, not inclination. For various reasons, the blacks have a lower pro- 
* pensity to move than the whites. Some of this is due to their lower educational and occu- 
pational level and some to the additional risks of moving associated with discrimination. 

^U.S. Department of Commerce, op. cit, p. 20. * v 

-Ibid., p. 10. • ^ 

^U.S. Department of Commerce, Area RedcvelopAient Administration, NEGRO-WHITE DIFFERENCES IN 
GEOGRAPHIC MOBILITY, Washington, D.C., Government Printing Office, 1964. 

^Kain, John F., and Pcrsky, Joseph J., op. cit. 

^Kain, John F., and Perstey, Joseph J., Ibid, p. 20. 

^Ibid, p. 3L * 
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. BIacts;s who have experienced steady unemployment are as likely to move as whites in 
the same situation. But blacks who have been steadily employed hardly (?ver move, in ^ 
contrast to whites with steady eniployrrient who move just as readily as unemployed whites! ' 
When blacks do move, they are more likely than whites to'fiiove to a city where they have 
relatives.*- 

Migration In Mississippi and South Carolina 

Analysis of census data for South Carolina and Mississippi from 1 950-1960 and'fo?'^^^, 
Mississippi since 1960 shows that the pattern of migration at the state level adhered 
closely ^ the pattern for the South as a region. The mechanization of agriculture 
prompted a major decline in the rural farm population. In Mississippi, the rural farm 
population fell by 46% between 1 950 and 1960, while in South Carolina, the cor- 
responding drop was 50%. The population decline was^accompanied by migration 
from rural to urban areas, and a large /le^ out-of-state migration. Out-migration was 
heaviest in both states within the working age population, and among non-whites as com- 
pared to whites. Indeed, in South Carolina, more than 95% of net out-migrants were 
non-whites, while in Missisjippi, the percentage of non-whites ranged from 68 to 82% of 
total net out-migration, difference is due largely to differing non-white proportions 
by age groups between the tVij^states. Switching the emphasis to internal migratiofi, one 
observes that in both states, most of the migration of whites is within the state, while 
almost all of the^migration of non-whites is out of the state. Rural counties lost both 
whites and non-whites, while urban counties gained whites and lost non-whites. The ten- 
dency is for ^'families" to move within the states, while single persons move out of state. % 
It must be noted, again, that the statistics are for net migration. Hidden within the net \ 
figure might very well be the pattern of major internal migration of non-whites from rural V 
areas to urban areas, accompanied by emigration from urban areas within the state to 
urban areas in the North. There is simply no way to test the hypotheses that blacks, as 
a rule do, or do not, migrate directly from rural areas to northern cities, from Census net 
statistics. > 

The counties containing the four towns studied also followed closely the state and regional 
patterns. However, the level of magnitude of net out-migration was much lower between 
1950 and 1960 for the counties containing the cities than for their adjacent counties or 
the counties containing the towns. This fact probably indicates that new jobs in the cities 
are holding back out-migration and are attracting migrants from other areas of the state; 
in short, tne cities are functioning as growth centers in terms of the migrationdefinition. 
No such major difference in the magnitude of net out-migration is apparent for the towns, 
as compared to adjacent counties. Yet, since the population within town boundaries grew 
rapidly during the decade-controHing for boundary changes, the towns obviously were func- 
tioning as migration magnets. Their attraction was not sufficientj^ however, to stem the 
heavy out-migration from the rural sections of their counties. In the 1 960's, the period 
in which much of the towns' industrialization has occurred, the pattern appears to be 
different. Data for the county containing Miss. Town for 1 960 to 1 966 indicates net out- 
migration far below that of neighboring counties and of the county containing Miss City. 
The 1 970 Census may then reveal that the towns functioned- as growth centers (in terms of 
migration) in the 1960's similar to the ways the cities functioned in the 1950's. 

^Ibid., p. 20-21. 

^See URBAN GROWTH DYNAMICS, op. cit 
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PUBLIC SERVICE PROVISION 

A characteristic of growth centers assumed by the literature is that the city acts as a 

public service center for a hinterland of some size. In order to examine the relevance 

of this to the cities studied, the broad range of public services can be categorized in this way: 

1. Fixed Service. Population must live in or very near the city providing certain 
services in order to enjoy it. This service-type includes water supply, sewers, and housing. 

2. Service-mobile, limited. Within a limited range, certain services can be provided 
to population outside the city limits: sanitation, ambulance, and i^lice/fire services 
are among these. " ! 

3. Service-mobile. The welfare service, usually provided from a county office, in- 
cludes case- workers who drive considerable distances to dispense^e service. 

4. Population-mobile, frequent. Children and adults can theoretically travel con- 
siderable distances on a regular basis to partake of certain publicly provided services: 
schools and training programs are most relevant here , 

5. Population-mobile, infrequent . Doctor and hospital visits are not made on a regular 
basis as visits to school; the population can therefore conceivably be located further 

from the service to which it musytravel. 

Thr§e questions are of interest: Do rural residents become urban residents because of the 
attraction of urban services? Do higher quality services in the center benefit those outside? 
What is the most efficient way to provide social services? 

Logically, a person living in a rural area with very low public service quality will want to 
locate nearer to better services, if he has reason to perceive a need for those services, 
and if the cost of obtaining then? does not exceed the benefits expected. It is not readily ' 
apparent, however, that a long-time rural resident, full-time employed in farming, will be 
drawn a considerable distance to relocate in a city providing the services above, with the 
exception of education and training. Farmers h|^e long since provided their own wells 
and septic tanks and have become accustomed to living without nearby p^Sflice and Jfire 
protection. Poorer rural residents, black tenant farmers for instance, seem^iot to have 
been responsive to any demonstration effect, and they reacted finally not t^poor services 
but to disappearance of income. 

When rural residents began to take part-time jobs in cities, however, this independent 
outlook may change. Without detailed research on this question, it is virtually impossible 
to hypothesize which service might be most motivating. From random discussions, how- 
ever, with residentsln the four towns, it is strongly suggested that proximity to place of 
work is a more important relocation motivation than proximity to a service. 

On the second question, as to whether services in the center substantially benefit those 
living outside, we will have to exclude seiyice type 1 above. Of the rest, all have been 
seen to have a limited effect, and the effect seems to be leas^ in the smaller towns. First, 
on limited-mobility, city-run services, there appears to be little "spread" effect on sur- 
rounding rural residents^ Sanitation, police and fire department services are available to 
city taxpayers and to other units which may contract with the city 'for the services. 
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Certain volunteer groups exist-for instance, a ''rescue squad" in S.C. Town-that will 
answer distress calls of various sores on a county-wide basis, but these are exceptions. 
Services to which population must travel regularly, such as education, can yield a benefit 
to attending surroi\nding area residents. Instruction in the larger city school will be 
superior becaus? of the larger tax base in the urban school district, the greater pressures 
for quality education which come from a more highly educated parent population, and 
the presence on the teaching staff of wives of ihdustry executives. ^ 

Jhe impact of hospital servicei^n those in the hinterland seems to be of sufficient impor- 
tance to merit separate attention. There has seemed to be an historical reluctance on 
the part of both small towns to assume a responsibility for health care in the surrounding 
county. The evidence for this assertion is the record of discussions surrounding the 
financing of the county hospital now located in S.C. Town, and the existence of very 
serious health conditions a very few miles from Miss. Town. The situation is decidedly 
not merely a lack of concern for neighbors. Rather, a mauor factor is also the lack of 
resources for such altruismMn towns which are themselves poor. Yet when political leaders 
are asked to list priorities, health facilities were not high on the list. (The political impli- 
cations of growth center stratep^ go into more detail on this problem, below.) Healtn and 
hospital facilities wef e considerably better developed in Miss, and S.C. City, and there 
was evidence of S.C. Town residents utilizing facilities in S.C. City. 

A'third question is that of efficiency in provision. There is little doubt that many of the 
services tnentioned above can be more efficiently provided on a scale larger than what is 
possible in towns of 10,000 and below. The universal movement in rural areas to con- 
solidate schools into more efficient units would indicate that there is little controversy 
on that subject. Empirical^tudies of primary and second^ education have generally 
indicated a horizontal average cost curve for school operations,^ but a U-shaped cost 
curve for school administration with optimurfi size at about 44,000 pupils.^ Studies of 
^ police protection indicate horizontal average cost curves;4 studies of fire protection 

IXhcfc wivei arc captive imported workers, whose educations arc generally far higher than the teachers 
which the rural area could^jenerally afford with its meager salaries. In several towns surveyed, the School 
Board acknowledged that the wives of managers and technicians brought into the area by the new indi^ 
trial firms were becoming the mainstay of the teaching corps. They generally taught the enriched 
courses'* and were used also to troubleshoof as the teachers of newly integrated classes. 

^KieslinK, Herbert J , "Measuring a Local Government Service: A Study of School Districts in New York 
State,- REVIEW OF ECONOMICS AND STATISTICS, Vol. 49, P- 356-367 ^^.^t^'^i^e? *nd^^^^^ 
Werner Z., "Expenditure Implications of MetropoliUn Growth and Consobdation, REVIEW OF EOCNOMICS 
AND STATISTICS, Vol. 41, August, 1959. There is an exception to the finding of a horizontal average cost 
curve, however. John Riew, for Kcondary education, derived a U-shaped function with optimum size of 
about 1675 pupils: "Economies of Scale in High School Operation," REVIEW OF ECONOMICS AND 
STATISTICS, Vol. 48, August, 1966. Another study by Nels Hanson, purported to discover some economies 
of scale although not sizable ones, in school expenditures. Hanson failed to adjust for service quabty, 
* however, and thus his unit cost calculations arc lacking: NeU W. Hanson, "Economy of Scale w a Cost 
factor in Financing PubHc Schools," NATIONAL TAX JOURNAL, Vol. XVH, No. 1, March, 1964. 

^Hirsch, Werner Z., op. cit. 

^Schmahdt, Henry, and Stephens, G. Ross, "Measuring Municipal Output/* NATIONAL TAX JOURNAL. 
* Vol. XIII, No. 4, December, 1960. 
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suggest U-shaped cosl funttions with optimum size varying from 100,000 to 300,000. ' 
The only study of refuse collection produced a horizontal average cost function. 2 Less 
ambiguously, studies of electricity,^ sewerage,^ and gas,5 have indicated continuously 
declining unit cost curves. The numerous macro studies^ of the determinants of munici- 
pal expenditures should be generally ignored, because of their failure to separate the demand 
from the cost elements of their independent variables. Nevertheless, in such studies, popu- 
lation size consistently did not emerge as a sknificant variable explaining much of the 
variance. Reviewing the an^sis to date of the hypothesized economics of scale in public 
services, a chief scholar on tne subject, Wemel: Hirsch, has concluded that, 

**Most government services require relatively close geographic proximity of service 
units to service recipients; this prevents the establishment of huge primary Schools, 
fire houses, police stations or libraries. Urban government services are also labor intensive, " 
with wages and salaries often accounting for more^han two thirds of the current costs. 
The resulting concentration of manpower can increase the bargaining power of labor 
and this, in turn, increases costs. While there arje some economies resulting from bulk 
purchases of supplies and equipment, such savings can be outweighed by inefficiencies 
resulting from top-heavy administration and the ills of political patronage in very large 
governments. Therefore, in terms of economies of scale, governments serving from 
50,000 to 100,000 urbanities might be most efficient. 

Thus, given the efficiency of service provision~and in sharp contrast to the assertions of 
many growth center advocates- towns the size of S.C. City and Miss. City may be close 
to most efficient size for usTas growth centers. 

In addition to th^ conventional services, a broad range of newer services available to 
communities, largely funded by new federal programs, accerituates interest in the most 
efficient and effective way to disperse them. The OEO Community Action Program 
and DOL Concentrated Employment Programs usually focus their attention on a "target 
neighborhood" within a large city. In a more rural envirc^nment, however, they broaden the 
target population to include several towns and their hinterlailds withii^a depressed rural 
area. The concept of "package'*" or "one-stop" service provision begun with these programs 
has been picked up and developed further by a pilot federal program in larger cities of 
Neighborhood Service Centers. 

iHirsch, Werner Z., "Expenditure Implications...'* op. cit.; Will, Robert E., "Scalar Economics and Urban 
Service Requirements,*^ YALE ECONOMIC ESSAYS, Spring, 1965. 

^Hirsch, Werner Z., "Cost Functions of an Urban Government Service: Refuse Collection,'* REVIEW 
OF ECONOMICS AND STATISTICS, 47, February, 1965. 

^Nerlovc, Marc, RETURNS TO SCALE IN ELECTRICITY SUPPLY, Institute for Mathematical Studies 
in the Social Sciences, Stanford University, 1961; Johnston, J., STATISTICAL COST ANALYSIS, New 
York: McGraw Hill, 1960. 

^Isard, Walter, and Coughlin, Robert E., MUNICIPAL COSTS AND REVENUES RESULTING FROM 
COMMUNITY GROWTH, Wellesley: Chandler-Davis, 1957yPublishcd under the auspices of the Boston 
Federal Reserve Bank and the American Institute of Planners. 

^Lomax, K.S., "Cost Curvts for Giis Supply,** Bulletin of Oxford Institute for Statistics, 13, 195 1. 

^e.g., Brazer, Harvey. E., CITY EXPENDITURES IN THE UNITED STATES, National Bureau of Economic 
Research Occasional Paper 66, 959; Scott, Stanley, and Fcdcr, Edward L., FACTORS ASSOCIATED Wi^FH 
VARIATIONS IN MUNICIPAL EXPENDITURE LEVELS, Bcrktlcy: University of California, 1957; Wood, 
Robert C, .1400 GOVERNMENp, Cambridge: Harvard University Prcw, 1961 ^ ^ 

'^Hirsch, Werner Z., "The Supply^of Urban Public Service^,** ISSUES IN URBAN ECONOMICS, Pcrloff, Harvey S. 
and Wingo, Uoyd, j(eds.) Resources for the Future, Baltimore, 1968, p. 509. 
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For the s^ke of effective intake and service delivery, a major drive in NSP, CAP, and CEP 
had been to decentralize operations. Indeed, for the sake of social and political values, many 
have agreed that neighborhoods should nin their own programs even at a cost in efficiency. 
Others argue that the efficiency loss is illusory. In the abs^nce'of ''community involvement," 
effective intake and service delivery can not happen. Those to be served efficiently simply 
jwon't come forward -to be served. Thus, while programs do function efficiently for those 
they, serve, they serve so few as to be inefficient in terftis of overall ob/ectiyes. Tfiese kinds 
of arguments have been completely ignored in the discussion of growth centers. If decent- 
ralized neighborhood control is ^ vital for the political and social health of the larger cities, 
it is not clear that massive migrations from small towns ( 10,00(^-75, 000> to middle size cities, 
(250,000) will be a desirable achievement* According to the Moynihan Report, 1 the Crime 
Commission,^ and the Kerner Commission,^ rootlessness and the breakdown of family and 
community social controls in the ghetto are major factors in Negro unemployment, trime, 
illegitimacy, the rising sense of disorder, etc. It might well be that the sound economic 
d^^elopftient policy, especially for the black, is a policy which stresses preserving social 
roots, family structure, and community controls while providing training, services, and em- 
ployment opportunities. 

A point is made here, and expanded in following sections, which is most important for 
federal agencies toYecQgnize, For both reasons of pure economic efficiency andl)f 
equity, an expenditure of federal funds on *any one service or facility cannot be viewed 
as if the service were the only service being offered. Social seryices^must be coordinated 
in order to provide "referral" from any given intake point to many action agencies. The 
causes^f poverty are rnany and inter-related. They require comprehensive programs. The 
joint product of the coordinated services is greater than the sum of their products when 
services are provided independently of each other. Given this situation, the construction 
of new physical facilities - rofids, schools, water works, industrial parks - should be coordinated 
with the other kinds of service provision, A discussion of this point takes place at the end of 
Section IIL 



1 Moynihan, Daniel P.. THE NEGRO FAMILY. THE CASE FOR NATIONAfc ACTION, Washington, D.C., 
Government Printing Office, 1965. 

^The President's Commission on Law Enforcement and the Administration of Justice. TASK FORCE RE- 
PORT: CRIME AND ITS IMPACT - AN ASSESSMENT. Washington: GPO. 1967. 

^PRESIDENT'S NATIONAL ADVISORY COMMISSION ON CIVIL DISORDERS. New York: 1968. 
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PRELIMINARY CONCLUSIONS - GROWTH CENTER CHARACTERISTICS AND 

SMALL TOWNS 



The major conclusions from the preceding pages have been fhat: 

1. Manufachiring Arms which are tied to the dynamic elements in the national 
economy have focated in fair numbers in some small towns. 

2. Although a prime location reason is the availability of low-wage labor, many 
of the firms are in industries which ^re not notably low-wage^aying on a national level. 

3. Some small towns Which have gained industry do offer retail, service, and even 
wholesale opporfunities to their hinterlands. The diversity and quality of opportunities 

is generally less than in larger towns and cities, however. Town size alone, however, does 
not penpit prediction of the positiorT of a town in its regional centritf place hierarchy. To 
a great extent, the failure of industrializing towns to improve their retail and service sectors 
may be due to capital market prices, rather than simply to the failure of demand to exceed 
the necessary threshhold for risk-satisfactory profitable operation,, or the failure of the 
income multiplier. 

4. Some small towns are ablelo attract labor from considerable distances indicatuig 
that they can serve as employment centei^ desyite relatively low official population. 

Some small towns are not dependent on much larger towns for job provision 
I 

5. Out-migration from counties containing industrializing towns has declined. 
In Mississippi, since 1960, the smaller town has shown a more dramatic out-migration 
decline than has its larger neighbor city, indicating that investment in small towns can 
pay off if a goal is to stem regional out-migration. There sei^ems to be a continued exodus 
of blacks, however, and this h assumed to come from a failure of in4ustrial employnient 
opportunities open to blacks to keep pace with the throw-off from agricultural mechanic 

ll^zation. 

6. Until a certain size is reachai (50,000 to 100,000, most likely^ there are 
efflciencies to be gained in service provision in larger towns; thus, centers providing 
hospitals, schools, and water supply plants can offer their services at a lower cost per 
capita in a town of 20,000 than in a town of 10,000. Efficiency arguments are not clear, 
however, regarding a nfew, broader range of services and programs which administer these 
on a **target population'* basis. 

■ -V 
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Growth Requirements Noted in the Field Studies 



In addition to the more conventionally regarded characteristics explored above, the research 
yielded other conditions which apply to growth center development, which have important 
policy implications. These'are discussed below under the following subject titles: 

Information Structure 
Political Base for Development 
Leadership 

AREA INFORMATION STRUCTURE 

In order for an area to grow in population size or to act as an employment base for an 
increasingly wide area, it must obviously attract new sources of employment, and/or en- 
courage present sources to expand* In additiori to convincing new firms that certain nec- 
essary physical resources can be obtained in the area at acceptable cost, the area must also 
make the nrmbers in its labor force known; as pointed out above, available labor is high on 
the firm's checklist for location. 

With regard to thi^need, the field research observed the enigmatic phenomenon that, in 
areas where an observer present could see evidence of unemployment in excess of 10% of 
the labor force, both industrial and political representatives claimed that the labor markrt 
was **tight", citing the official unemployment rate of approximately 4-6%, issued by the 
State Employment Security Service. 

The perception of a tight labor market has severe implications for the growth of the town. ^ 
If the perception is true, the town's advantages for outside industry are dwindlinjg. Eren 
if the perception is not true, the town*s ability to attract outside industry wilj be reduced 
because of discouraging answers to inquiry from prospective firms. 

Several explanations for the incongruity can be given. First, there is a semantical problem: 
firms may be reporting a true experience but are using misleading tejins for outsiders. Based 
op the /'irm*s past experiences, the firm is being forced to. hire lower quality workers than 
' in earlier years when it wa/getting the cream of the labor force to work in jobs far below 
their potential. The cream of the labor surplus is gone; the labor market is therefore **tight- 
enirig.'* Yet, to say that "the market is tight" implies to most outsiders that workers can't 
be found even if the firm is willing fo absorb greater training and supervision costs, etc. 

Second, there is the fact that an official agency is supporting this qualitative impression 
through flaws In its counting methods. The State Employment Service (ES) understates unemploy- 
ment^ (and the potential labor force^) in several ways! only those who register as unem- 
ployed arid seeking work are recorded; agricultural workers aVe not included; area bound- 
aries are too restricted, etc. Furthent?ore, many underemploj^giiJiiorkers, in addition to a 



^HouschoW surveys reported in the MISSISSIPPI BUSINESS REVIEW in 1967 found unemployment in# 
counties/ts hlfh at 4Gf%, although ofncitl ES statistics measured unemolovment for those counties as 5 
to 8%/ MISSISSIPPI BUSINESS REVIEW, Ufliverttty of Miftisdppi, March, 1967 ^ 

Siiction II, national age/sex labor participat;ion rates are applied to the base population in the counties 
containiiig the surveyed cities and towns. The resulting estimates give a ''potential labor force'' figure. If 
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group which would be willing to enter the labor force if the opportunity was presented, such 
as housewives, is not considered by the ES. Third, it is to the existing firm's advantage to 
understate the available labor force, in order to protect its labor pool from new industry.^ 

The semantical confusion points up the lack of unaerstanding by participants of the dy- 
namics of industrializing an area. The first firms which entered the town were able to ex- , 
ploit a labor force which, despite heavy migration, was largely immobile. As monopsonists; 
they purchased labor at the legally required minimum wage regardle^s-of how much greater 
than that wage labor's value productivity may have been. Since there was a huge labor sur- 
plus having the skills needed for the work firms offered, management adopted education and^ 
testing scores as a screening device to separate out the "better workers.'* Since whites have 
far superior educational backgrounds than blacks m the South, due to historical discrimin- 
ation, the whites tended to get most of the jobs that industry provided^ As existing firms 
expanded, new firms located, and out-migration continued, the surplus?'o|jj^orkers was re- 
duced* Jobs opened up which could be filled only by workers having the Dlckground or 
learning potential of the high school graduate. Firms then began to compete for the most 
educated workers, offering higher*wagesfer upgrading opportunities. Firms which could not 
compete in terms of higher wages or which did not really jequire a high school graduate for 
their kind of work dropped their hiring standards. The tightness reports of older firms^e- 
fiect that the labor these firms are currently able to hire is of lower quality (productivity) 
than the labor they had hired several years before when industrialization was in its infancy. 



Managers do not perceive their historical experience in the labor market in the context 
of the total area economy. They also fail to distinguish the reduction in labor' s profita- 
bility caused by hikes in the minimum wage (which they would flave to pay regardless 
of new industry) from the decline in profitability which has resulted from the movement 
up the labor supply curve as employer demand shifts outward. Last of all, managers do ^ 
not recognize, much less manipulate, economic trade-offs which are iifiplict in their choice ^ 
of recruiting, hiring, training, and wage policies. *The tightness reports of newer firms re- 
fleet their expei^ience that the profitability of the labor they are hirii^g^s not as great as 
they had been led to hope when they made their relocation.decisiori. Biif the mahafeers- 
both of old and newer firms-who report tightness to their tgwn's industry prospects^ 
fail to mention the decisive fact: while labor now being hirea at the.mjkrgin is less profi- 
table than was expected or than was labor hired four y^ars agOy the labor being hired riow 
still is profitable aftd is more profitable than labor at locations outside the region. Relative 
profitability after all is the critical factor in location shifts. 



^continued from preceeding page i . t.,, : 

persistent unemployment, low wages, limited upgradmg opportunities, transp6rtation maccessibility, etc:, • 
the factors causing workers to drop out of the active labor force-^ere corrected, the current lajbor force 
would grow to the size of the potential labor force. The currentlal^or force in ES official statistics, 
however, understates the "potentitllabor force" by 1500 to 4500 workers, some 5 to 16% of the current labor 
force!! Thus, the realistic potential labor force participants (currently drop-outs) are as important a re- 
source for development as the unemployed and as the^underemployed. 
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Service. To soften critical remarks about these stitc agencies, it must be pointed out that 
they are extremely short on resources, given the goals outhned for them. Assuming that 
new resources and technical methodology permitting better surveys can be made available, 
other questions remain which have signific^t implications. 

The majpr one is definitional: What is the m^jor goal of ES and what boundaries to 
its activities should the office observe? There exists an all-Negro community about 15 
miles from MississippiTown. There is no indication, however, that the Mississippi Town 
office of ES has made a concerted effort to quantify and ''market" this potential labor 
force in an effort to develop the county. If this community is not^ be considered within 
the labor force of Mississippi Town, the public agency committing funds to this area should 
insist on knowing why. If claims of labor market tightness have tHfe effect of turning 
new employers away from the area, and if a town 1 5 miles away is filled with unemployed' 
and underemployed blacks, it would seem that those who manage the information system 
are not attempting to maximize the same welfare function as is the federal government. 

At the same time, the outlook for Megroes i^ promising, despite the attitudes of- some ES 
field offices. As explained above, increasing industrialization has resulted in the skiifftning 
off of the cream of the labor force and a tightening of the labor force. As the surplus 
labor supply dwindled, and educational standards fell, Negroes forth? first time began to 
get some of the industrial jobs. This pattern was observed in all four towns surveyed. The 
import for the future is clear. To the extent that Neg*oes are dfeproportioi^tely repre- 
sented in the less-«ducated segment of the work force and to the extent that the less 
educated segment^f the work force will incre^ngjy provide the new workers to the 
employed labor force as more industrializatioiTbccurs, Negroes will benefit dispropor- 
/tionately'^rom/M/wre increases in industrialization. 

THE POLITICAL BAS^ FOR DEVELOPMENT 



The industrial decision to locate is strongly influenced by the activities of town "repre- 
sentatives'* who solicit niiw industry or merely reipond to inquiries. *The decisions madg 
by these representatives^ ^o can be iriembers of government or semi-official agencies 
(Chamber of CommcJJc-ce, fdr example), can therefore affect both the growth of the 
community and the e^ciency of any large public expenditure. The following remarks 
are theoretical, but they: are extremely important for policy. This, the field studies 
indicate, is the stuff th^t small town growth is made of. 

Jf^ arrival of an industry in a rural community is inevitably the culmination of a long 
r series of decisions taken by both representatives of the community and the management 
of the locating industry. It would clearly be an oversimplification to view this process 
as strictly an exercise in rational decision making whye well-defined interests are carc- 
. fully weighed on both sides, offers and counter-offers exchanged and an agreement finally 
reached. At the other extreme, it would be equally wrong to treat every industry and 
every* community as a special case which shared no ciartmnon experiences or displayed 
'no similar patterns in the industrializing experience/ The results of our research show 
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that in spite of many unique circumstances, there are indeed gome general conclusions 
which can be drawn from the two small towns surveyed about the nature of the commu- 
nity industrializatiop^rocess. 

The attfWlU^of industry into any community-the functioning of the industry market 
and the jjirBsequent relation of the community with industry-is best understood in the . 
framework of a social process. Efforts to attract {or resist) industry by a to>vn derive 
ultimately frdm the attitudes and convictions of a community'^s residents who act indi- 
vidually or collectively in harmony with some image of their self-interest. An understanding 
of how ultimate ^alues of individuals are transformed into specific actions requires a 
theory of social action anc^spcial change that exceeds Jhc scope of this research, but the 
results of this field research have shed light on some important aspects of that theory, 
especially in the areas of attitude formation and the nature of collective action. In par- 
ticular*, we conclude that attitudes cannot be inferred from self-interest bec^use-pf^a 
number of difficulties inherent in the notion 6f self-interest and because of a number*of 
other factors which may be equally important in shaping attitudes. We also conclude 
that, even in the rare case where the attitudes of residents are all uniformly strong and , 
uniformly pro-industry, voluntary collective action may be incapable of securing the 
common goal. 

The Formation of Attitudes 

Attitudes are clearly a fundamental variable in any explanation of community receptivity 
to industrialization. Attitudes toward industry will naturally vary among individuals 
and even with the same individual over time. Individual attitudes taken collectively form 
"community attitude," which is often cited in the literature on location of industry as 
an important factor in the final choice ofindustrialists. 1 Perhaps, more important, 
individual attitudes are transformed through political leadership into a community's 
public policy towards industry, which defines the types and levels of support-rthe 
package-a town is prepared to extend in order to attract and maintain industry. . • 

Attitudes, about industry or about anything else, are the product of psychological, social, 
economic and historical factors. As a general explanantion of attitudes, one of the most 
tempting courses to follow* is to assert that attitudes emerge ineluctably from an indi- 
vidual's concept of his own self interest. Bauer, Pool, and Dextej^ have, however, care- 
fully deinonstrated in their study, American Business and Publidrolicy, the short- 
comings of the concept of self-interest when applied to the formation of ^attitudes and^ 
their role in shaping public policy. In their analysis of the politics of foreign trade, 

^Wallace, L.T. and Ruttan, V.W., **Thc Role of the Community _as a Factor in Industrial Location,** 
REGIONAL SCIENCE ASSOCIATION, PAPERS AND PROCEEDINGS, VoL 7, 1 96 1, p. 133-42. 

^Bauer. R.A., Pool, I. and Dexter, L.A., AMERICAN BUSINESS AND PUBLIC POLICY, New York: 
Atherton Press, 1963. 

Similarly, in studies of voter behavior, the linkage of attitudes to self-interest is increasingly being ques- 
tioned. Much provocative research and theorizing has come in the aftermath of a seminal article by 
Edward C. Banfield and James Q. Wilson, which presented empirical evidence that large segments of 
urban populations consistently show a propensity toward "public-regardingness,*' i.e.jpUtting what they 
perceive to be the public interest first, at the clear cost of their private self-interest. The propensity 
of public-regardingness has been hypothesized to vary with income, education, and ethnicity, cf., 
Banfield and Wilson, **Fublic-Regardingness as a Value Premise in Voting Behavior," AMERICAN 
POLITICAL SCIENCE REVIEW, Vol. 58, December, 1961. 
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they turned up a luunbcr of cases where businessmen expressed attitudes and even took 
actions which were inconsistent with what, from an objective point of view, seemed to 
be their '^apparent*' self-interest. The authors note three reasons why this could be ex- 
pected.^ First, it is unclear who the **selt^' in self-interest really is. Does the president 
of the domestic branch of a multinational firm view the branch or parent company as 
the object whose interests are being looked after? ^ A similar situation might occur in 
the case of a small rural community where an executive's self-interest (a better expression 
might be his family's s^lf-interest) might differ substantially from the interest of his firm. 

Secondly, it is not clear wh it kinds of values are maximized. Industry brings not only 
economic well-being but social disruption and realignments in the local power structure 
causing political uncertainty ixAil how these often offsetting values are weighed in each 
individual's calculus of ^'interest'' is not easily determined. For example, the mayor of 
Mississippi Town acknowledged the large economic benefits in terms of jobs and income that 
a new firm would contribute to his electorate, but also fretted that new industry would also 
change the racial composition of his electorate. Such a change, by his own frank admission, 
was a particularly unsettling factor to him. By careful screening of industrial prospects, 
the uncertainty could be reduced but it was unlikely ev^r to disappear. 

The third and perhaps major factor is information. Individuals may in fact express atti- 
tudes that are based on their perception of self-interest which may be at variance with 
th^ix apparent self-interest. The gap between real and perceived interest can often be 
traced to inadequate and misleading information. Because there are financial costs and 
other constraints that restrict the collection and interpretation gf information, it is under- 
standable why citizens of rural communities do not make the effort to acquire sufficient 
information to appreciate their real interests (subject to the limitations noted above). 
But it is similarly understandable why attitudes based on their notion of self-interest do 
not always reflect true self-interest. ^ 

One of the best solvents for mistaken attitudes is personal experience, which introduces 
another dimension to the formation of attitudes. Industry was already a major factor in 
the economy of all four towns, and attitudes towards industry can be traced in some part 
to their experience with existing industry. There are indications, however, that prior to 
industrialization, attitudes towards industry were substantially different. In Mississippi 
Town, South Carolina Town, and South Carolina City, the first firm to locate there was 
not the first to try. Earlier interested firms had been turned away because the residents 
and local leaders were convinced that industry was not necessary for the prosperity of 
their town yhich fit that time was almost entirely dependent on agriculture for its primar>- 
exports. The success in Mississippi City of the first firm, in South Carolina Town and South 
Carolina City of the first firms in neighboring counties-the firms in each case had expanded 
several times-was at least partially responsible for the transformation of attitudes in this 
town. One possible explanation of this turnabout of attitudes is that the performance of 

^ Bauer, R.A.,PooL 1. and Dexter, L.A., op p. 414-41^ (See aJso Chapter 9 for a descnption of 
cntcria of apparent self-interest.) 

- Barnard, Chester, THE FUNCTIONS OF AN EXECUTIVE, Cambndge: Harvard University Prets, 
1938 
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the firm and its impact on the town caused the residents to revise their image of self-interest 
so that it was more in Une with their true self-interest. But there is another explanation which 
suggests that tiie presence of industry might even change certain features of their true self- 
interest. The theory of cognitive dissonance states that an enforced or imposed behavior often 
leads to a revision of an individuars values. The feature of this theory that has been applied to 
economics and seems especially relevant for a study of the industrialization of rural communities 
is the notion th'at attitudes of individuals prior to the arrival X)f industry can be a misleading 
mdication of how those same individuals would view industry after a period of successful indust- 
rialization. ^ 

The Nature of Collective Action 

In addition to individual attitudes there is another equally important factor that contributes 
to a community's posture vis-a-vis industry and this factor is group action. Attitudes may in 
fact be the source for much individual action but in many cases the ultimate goal of this action 
requires some form of joint effort with those sharing liis views. The idea that men organize to 
pursue common goals is hardly new, but until recently more attention was devoted to describing 
the subject of group interests while the actual organizational structure of the group was left 
largely unexplored.2 Only recently have the works of Mancur Olson, James Buchanan and 
others^ shown that much of the success (or lack of success) of groups can be explained by 
factors other than intensity of interests, the quality of leadership and other social and psycho- 
locical factors. Mancur Olson has pointed out that **the achievement of any common goal or 
the satisfaction of any common interest means that a pubMc or collective good has been 
provided for that group" and then argues that '*rationaK self interested individuals will not act 
to achieve their common or group interests.'* 

In the rural communities in our survey, the problems of collective action come into sharpest 
focus in the various efforts of groups to promote and resist new industry. Despite the ambiguity 
in the use of the concept of interests and despite the presence of unique circumstances-most 
typically in the form of strong highly personalized leadership-much of the texture which the 
interplay of the various interest groups has given to the pattern of industrialization in the two 
rural communities can be explained via the ''logic of collective action." 

^See Hirschman, A.. "Obstacles to Development: A Ciissification and a Quasi^Vanishing Act,'* ECONO.MIC 
DEVELOPMENT AND CULTURAL CHANGE, VoL 13. July, 1965, p. 385-393, and White, Gilbert F.. 
"Formation and Role of Public Attitudes," in ENVIRONMENTAL QUALITY, Johns Hopkins^Press, 1966. 
Research has shown that attitudes in the South toward racial integration have undergone a similar trans- 
formation once integration is experienced. The experience is found not to be as unbearable as had been 
thought earlier. Resistance drops and even values change, cf. Sheatsley, Paul B., "White Attitudes Toward 
the Negro." DAEDALUS (Winter. 1966), p. 217-238. Employers interviewed in the surveyed towns reported^ 
the same phenomenon with regard to introducing integrated work shifts. 

•-It goes back at least as far as Aristotle who said, '*men journey together with a view to particular advantages, 
and by way of providing some particular thing needed for tue purposes of life, and similarly the political 
association seems to have come together originally, and to continue iii existence, for the sake of the general 
advantages it brings." Quoted in Olson, (see footnote 3) page 15. 

^Oisen, Mancur. Jr., THE LOGIC OF COLLECTIVE ACTION, Cambndge. Mass: Harvard University Press. 
1965. Buchanan, James, and Tullock. Gordon. THE CALCULUS OF CONSENT. Ann Arbor University of 
Michigan Press. 1962. Downs. Anthony. AN ECONOMIC THEORY OF DEMOCRACY. New York 
Harper. 1957, March. James G., '*The Business Firm as a Political Coalition." JOURNAL OF POLITICS. 
VoL 24, (October. 1962K 
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Olson's basic premise is tliat optimal amounts of public goods, whether they be economic 
goods or connnon goals, will not be provided through vuluntary action unless the member- 
ship of the group is extremely small. When individuals cannot be excluded from the bene- 
fits of a public good, they will not act voluntarily to pursue what is logically and rationally 
in their own self interest. An exception arises in the case of small groups where it is pos- 
sible that the interest of a single member is so great that he provide for himself, and conse- 
quently for everyone else, the optimal amount of the public good.^ As the size of the 
group increases, the probability that any member or any small group of ipembers will 
have a sufficiently large benefit to justify the acquisition of the collective good diminishes. 

An important corollary o^ the basic premise is the argument that groups which can exert 
coercion on their members or which provide some separate service which allows them 
to divert resources towards the attainment of their collective interest will be more success- 
ful at reaching the common objectives of their members than the strictly voluntary organi- 
zations. In this sense, a government is more efficient than, say, a union because it can 
enforce participation of all individuals who are likely to receive the benefits and a union 
is more effective than a club because it can exact payments for dues in order to ^'purchase" 
public goods like wage agreements, etc. 

By no stretch of the imagination can all the relative strength of interest groups in rural 
communities be explained fhrough the theory of collective action but there are important 
lessons to be learned by analyzing each of the groups with this analytical framework in mind. 



^There are obviously a ni^berof other reasons why small groups operate more effectively than large 
groups, reasons which center on the dynamics of inter-personal behavior ui small groups. 
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Local Government in Both Towns 



In many respects, the local government is the most logical group to engage in ''industry 
hunting" - to enter the 'MndustBi^ market" - for the community. Firsts the Local govern- 
ment futllls the fundamental requirement for the acquisition of a pubHc good by a group - 
the power of taxation. In theory, the taxes raised to finance the attraction of industry 
(either as subsidies or expenditures on amenities) could be distributed among residents in - 
. some proportion to the benefits received. In practice, of course, actual identification of 
' beneficiaries and a host of other legal and institutional constraints inhibit the application of 
the benefit principle of taxation. * \ 

Secondly, and again in theory, the democratic processes of local government should arrive 
at a satisfactory weighting of the economic gains and social costs that industrialization may 
entail, and allow the community to reach a maximum point on the community welfare 
function,^ 

In the two small towns surveyed, local government did not historically play a continuously 
dominant role<in attracting new industry. It was, however, an important indirect factor 
through the various subsidy schemes and services to industry. This generalization is less 
true in the case of South Carolina Town because in recent years, a dynamic Mayor has em- 
erged and become practically the sole force behind the continued industrialization of his 
town. His efforts however derive more from his own self interest ~ both altruistic and econ- 
omic - than from any mandate from his constituency. During the term of office of the 
previous mayor, very little active pursuit of industry was initiated by the to>yn government. 
Industrialization or "new industry" was not am^pr campaign issue during any election. 
The lack of interest by the previous mayor was reported to be the result of a special relation 
which he had with the dominant and almost sole employer in the area. The dominant im- 
portance of the succeeding Mayor's personal d^e in ^xplainijig his industrial solicitation 
emphasis underscores the point that new industry was not treated as a major part of town 
pojjcy on which the town voters deliberated and expressed their opinions tKrough their vote. 

The relative inactivity oHocal government in the industry market is even more pronounced 
in the ca'se of Miss. Tovtm where negotiations with industry are the^responsibility of the De- 
velopment Fund, a quasi-independent branch of the local Chamber of Commerce. The mayor 
who has been in office for the^ast 17 years is open to industry but does not come in con- 
tact with industrial prospects until the Industrial Development Committee has reached sub- 
stantial agreement on the "package" which the town is prepared to offer. 

The important point to be made is that the active attraction of industry, i.e., salesmanship, 
is not universally treated as a major function of local government. 



\ 

For an intere55tmg,discussinn of the trade-off between social and economic goals in the context of national 
poUcy, sec: Olson, Mancur, Jr., "Economics, Sociology, and the Best of AU Potsible Worlds," THE PUBLIC 
INTEREST, Number 12, Summer, 1968 
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The^Iack of initiative by local government in Mississippi Town aii^ to some extent in South 
Carolina Town can be explained by the activities of two important interest groups which 
have generally opposed new industry - agriculture and existing industry - and have made 
their influence felt in the policy of local governmewt. These two groups have been most 
active and effective in Miss. Town. The following discussion will -describe how these and 
other groups affect the industry market in that location, and will then show what differ- 
ences were noted in the other three locations. 

Interest Groups in Miss. Town 

Most rural towns c^n look back on a glorious agrarian past and the two towns surveyed are 
no exceptions. One of the notorious legacies of this tradition has been the rural domination 
of the political system at both the county and, until recently** the state levels. The rate at 
which ''urban" interests have increased their influence in these bodies has varfed according / 
to a number of factors, two of the more important being the provision of state laws for re-" 
districting, and the general economic health'of the area's agriculture. The differences be- 
tween S.C. and Miss. Towns in the historical rate of decline of rural power in county govern- 
ment is substantial. Agriculture ceased to be an imp6rtant export item in S.C. Town's 
economy decades ago, while Miss. Town is situated in some of America's most fertile land. 
Even with substantial out-migration of farm labor and a drastic reduction in the number of 
farmers, rural districts in Miss. Town send four of the five representatives to the county 
board of supervisors even though the town can claim slightly more than half the county's 
population. The ''over-representation" of the rural^areas is not just an irrelevant historical 
quirk but a zealously gusg^ed privilege which served the interests of a declining minority. 
William H. Nicholls has noted that: *^ 

^'Considering the desperation with whichjlpost county seat towns in the South appear 
to be competing for industrial plants, oneroight at first strongly doubt that any an- 
tagonism to industrialization remains even in the most rural areas. Nonetheless, in 
every such community there are important socio-political leaders who see in both in- 
dustrialization and out-migration a threat to their traditionally high social status and 
their economic self-interest. Particularly where tlie plantation organizationof agri- 
culture still prevails, the relatively few but politically powerful large planters see in 
either out-migration or local industrialization the destruction of the plentiful but 
cheap farm labor supply which for a century has been the very foundation of their 
economic existence."! 

As the chemical and mechanical revolution continues to reduce the demand for unskilled 
labor, the competition Nicholls alludes to has shifted to the scarce factor - skilled labor. 
The Chairman of the County Board of Supervisors in Miss. Town, a leading farmer in the 
area, argues that what the county needs is a prosperous agriculture balanced by the "right" 
kind and the "right" amount of industry. He admits that tractor drivers and mechanics 
are hard to come by and that industry rvoi only in his county but throughout the region has 
made serious inroads on the supply of trained laBor and that the wage level and conditions 
of employment, in agriculture i.e., monthly salaries and some form of year-round employ- 
ment - ar^ largely due to the demonstration effect of surrounding manufacti|ring firms. 

^NichoUs, W.H., SOUTHERN TRADITION AliD REGIONAL PROOkESS, Chapel Hill University of 
North Carolina Press. 1 960, p. 1 25 



45 



005B 



Although the county makes a contribution to Miss. Town's development fund, the primary 
objective of county government is to assist the development of agriculture. If the E.D.A. 
Over-All Economic Development Plan (OEDP) is a good statement of county goals, as 
determined by theruratty controlled county government, agriculture clearly receives the 
first priority: * ^ 

"The major problem in regard to industrial development in the county has been and still is 
the problem of maintaining a proper balance between agriculture and industry. Since this 
is primarily an agricultural area, it is imperative that this balance be maintained." 

One of the obvious proposed solutions to the growing conflict of interests between the town 
and the farmers has been a type of industry that would serve both interests. The OEDP 
limits its discussion of long term industrial plans to a variety of agricultural processing in- 
dustries which would raise both the incomes of farmers and the employment opportunities 
of comnnmity residents. As late as 1967, the OEDP notes that '^caution as to further indus- 
trial development at this time has been voiced by some who fear industrialization is moving 
too rapidly". And later concludes that, '*A closer working relationship between farm repre- 
sentatives and businessmen in an effort to maintain a desirable balance between agriculture 
and industry is needed. This can be done by carefully analyzi^ig the situation from year to 
year and planning accordingly/* The key question and on^4o which the OEDP provides few 
answers, is what constitutes a "desirable balance". The framersof the plan for Miss. To>*n 
suggest strongly that whatever the absolute size of industry, its composition should be 
weighted heavily towards agriculture. 

In summary, the agricultural bloc that k largely responsible for what one might call the eco- 
nomic pohcy of the county i^ixot rigidly opposed to industry but has simply leaned heavily 
agai Jtt the winds of change. Their traditional way of life is challenged by the competition 
that industry promotemot only for the scarce resource but also for the social and pohtical 
status which they inherit^ from the past. There have been few §chisms within the agri- 
cultural bloc with regard yto industry and their solidarity has been a major factor in the power, 
which they still exercise jn local policy matters. 

The farmers of Miss. Town have found themselves in a curious aUiance in their efforts to 
promote an "orderly and balanced" growth of industry. The industries whic|i have located 
in Miss. Town have tended to reihforce the farm bloc's resistance to industry, although in the 
case of industry, the political and social factors are not nearly as important as the economic. 
As described in earliei^efedpters, plant managers.typically regard their labor markets as having 
fixed supply from which firms would dravir tl^feir labor force. Thus, there is a fear that new 
industry would either drive up wages orjo reduce supply that special efforts would have to 
be launched - e.g., advertising, special training - in order to replenish normal plant turnover 
and provide a base for expansion. There are at least two other important reasons why the 
^nt managers in Miss. Town do not welcome new industry. 

First, the absence of unions was, and still is one of the primary attractions of the Miss. Town 
area and any increase in the number of firms increases, from the managers' point of fiew, 
the probability that a nearby plant would be unionized. Proximity to a unionized plant is 
apparently a cause for concern by plant managers of non-union plants as they must redouble 
their efforts to screen prospective employees and monitor employee morale. 
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Second, an increase in the number ot lirms in the community dilutes the bargaining power 
of the older firms with local governhient. Where the farmers tended to influence local govern- ) 
ment policies through control of the county political machinery, local industry prefers to 
remain xnitside local^JoUtics and^«alje^+iese preferences known throughrinformat contact 
with the town. The primary industry in Miss. Town can back up its expressed preference 
on new industry with threats of eventual relocation, expansion in one of the other plants 
scattered about the South, or open hostility to the new jndustry. Because of the tacit 
agreements ~ *'no raiding pacts" - which are prevalent among industrialists in small com- 
munities, such a threat is both credible and effective. 

In Miss. Town, the non-participation in local government by industry management stems 
from a number of factors. First, managers' advancement in the firm is tied to performance 
on specific matters relating to the operation of the plant - such as prq^ction targets and 
costs - and only indirectly on such matters as public relations. Good performance by man- 
agement will be rewarded by promotion which will most likely move the executive out of 
the community. As the director of one of the local gommunity action programs put it, 
'They (management of local firms) don't want to make any waves*' and therefore discourage 
participation in local politics, or even in the quasi-political groups, such as his own board of 
trustees. 

In summary, the firms of Miss. Town and in particular the dominant employer do not see 
that their self interests are served by more firms in the community. The grounds for oppo- 
sition are similar to agriculture but the means of exerting their influence is different. Con- 
siderable use is made of their special relation with the town. This special relation was testetf 
only once and the result was a significant strengthening of industry's position. The town" ) 
brought new industry into the community without prior notification of existing industry. / 
Unfortunately, the new firm shortly went bankrupt, leaving the cityowned building without 
a tenant and the city witK no income to retire the bonds. With the town in such a precarious 
position, all efforts to attract industry were carefully checked with the dominant employer 
and eventually a tenant was found that met with both the town's and the dominant industry's 
approval^ Not Surprisingly, the new tenant's labor force is made up almost entirely of men, 
while the primary industry's labor force relies heavily on female labor. Indeed, shortly after 
location, the new tenant was obliged to undertake an unexpected major expansion from 150 
to more than 400 employees. Even though severe labor problems were experienced and very 
high job vacancy rates persisted^ the new industry never once turned to the obvious abun- 
dant labor §purce - women, though the plant manager admitted that 50% of his jobs could 
be filled by women. Thougiq.miformal, the *'no raiding pacts"*are honored even at great cost 
to the new industry.^ 

Interest Groups in S»C. Town - 

The major difference between S.C. Town and Miss. Town lies not in the types of interest 
groups but in the degree to which their behavior influences local policfes. The established 



Interestingly also, the Employment Security office also honored the pact by abstaining from forwar(j||ife 
women or even to advocating their hire. 
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^ fir/iis in S.C. Town are similarly disposed to resist further industry but they have no effective 
/mfeans of registering their opposition. Several factors account for the differences. 

- - "mrst7the system of foca^^ mayor of the town vTith a much 

mgher degree of autonomy and freedom from control by the county's rural areas than in 
Miss. Town. 

Vj^econd, there is no longer a dominant employer in the are^. Once there had been, and then 
\j^e situation was very much like Miss. Town's, As discussed garlier, the previous mayor was 
known as a '^company man" - beholding to the dominant employer at that time. During his 
* tenure, no new industry was established in S.C. Town. The election which brought the 
current pro-industry mayor into office did not pit the proindustry forces against anti-industry 
forces but rather covered a number of issues. In this sense, the outcome gf th« election was a 
stroke of luck instead of a successfuh campaign for those who stand to benefit most from in- 
dustry. This points up the importance of the role of leadership'in smaj^communities, where 
mayors can transform sleepy towns with industrial potential into griawng, viabJr commun- 
ities. In the case of S.C. Town, the mayor has an abiding interest in industrial growth whic 
has itS'TOOtsnot in an expressed mandate from his constituency - industry wai not a cam- 
paign issue - but rather from his own convictions. These connections are based on a con- 
. scious act of altruism, but they also serve the Mayor'^s economic self-interest. 

In summary, the current prospects for industrialization in S.C. Town are neither constrained 
nor reinforced by the activities of readily identifiable interest groups. Current "resistance" 
to further industrial growth has consisted for the most part of grumbling by established in- 
dustry and refusals to make contributions to major special projects which the mayor initiated. 
The absence of major resistence by the firms, which no^ number more than six, seems to 
verify Olson's conclusions that when a public good - in this case the exclusion of industry - 
is being provided through voluntary action, the larger the size of the|group, the less likely 
the prospects for success. ^ 

Miss. City and S.C. City . J 

The two adjoining growth centersmave experienced lai^e increises in industry with little sub- 
stantial opposition from the two groups which were actively resisting the industrial growth 
of Miss. Town and S.C. Town* While a wide variety of factors can be advanced to explain 
why groups opposing industrial growth did not occur, or at least did .not succeed, several 
circumstances surrounding the growth of industry in Miss. City and S.C. City shed some 
light on the problems of industrial growth in the two rural towns aad especially the relative 
disadvantage that they face with respect to the power of interest groups. 

First, both cities have long had a diverse economic base in which the trade and commerce 
' sectors were well represented.^ Conversely, agriculture never played, in relative terms, as 
large a role as it did in tjjife surrounding towns. In bo^h cases, the reasons for development 
have unique explanations which do not provide a basis for generalization. In general the 
established industries enter into community life rather than remain on the outside as eco- 
nomic enclaves. Several large industrialists in both cities are active supporters of new indus- 
try because it will serve their town. They recognize but accept that new competition will 
draw down the supply of low wage labor in their .effective labor market area. 
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Tlie commitment of the cities to industrialization has not always been so open, however. In 
the 1940* s, S.C. City, then' dominated by agricultural interests, rejected the approach of at 
least one m^or industry which w_as contemplating location as the first m^or fijm, The dom-- 
inant families in the county feared a disruption of the status quo and of their authority. 
Since those families also were heavily involved in the commercial activity of the city, they 
were able to prevent the commercial sector from feting as a countervailing interest group 
committed to industrialization. In Miss. City, the dominant partician family also fought 
efforts to bring in industry lest the **way-of-life" be destroyed.. But the banking and com- 
mercial interests of Miss. City were composed of people^ndependent of the traditional land- 
owning families and able to acVon their own'to brin^ in industry. Since Miss. City was a 
Mississippi Riverboat town, built after the Civil War, i^ had U cosmopolitan spirit open to 
cl^nge. As a result of the devastation of the Civil War, Miss.City had only a few wealthy 
fahiilies who could appeal to tradition as the source of legitimacy for their influence. Such 
families wer^ never able to control the development of the tojvn as had the land-holding . 
families of Miss. Town and S.C. City and Town* The population grew rapidly but was appa^ 
ently characterized by a large turnover and many non-Mississippi natives. Boat construction^ 
shipping, banking, and commerce were the major economic activities of the City from its 
founding - in contrast to S.C. City. Representatives of this group dominated city politics 
through an entrenched political machine. They recognized their self-interest in industrial- 
ization and had the power to promote that self-interest. Two large timber-related industries 
located in the city at the turn of the century. They gave the city a touch of industrialization 
which no doubt shaped attitudes long before the city madeits conscious decision to seek 
industry in the I940*s. The leadership of neither firm made an effort to oppose further in- 
dustrialization even though one firm had managers in positions of political influence. In 
short, a number of factors coalesced in Miss. City to provide a political inmlsfructure amen- 
able to industrialization. 

What changed the political climate eventually in S.C. City was very similar in some respects 
to the pattern in S.C. Town; the changeover in S.C. City merely occured earlier. This sug- 
gests that the' political commitmer^'of an area to industrialization may in part be a pheno- 
menon of historical evolution. Fii'st, the younger members of the families in the ruling pow- 
er structure who returned to the towns after their educations had attitudes very favorable to * 
industrialization. Higher education functioned to socialize these young people to norms 
closer to those of their national community than those of their parents. Second, a neighbor- 
ing county with fewer natural economic assets was aWe through pure aggressive salesQianship 
to bring in an industry, which served as a demonstration in industrialization to the resisting 
town. The gains in income, tax revenues, and status of the neighboring county enfoked de- 
mands to get the home county some industry of its own. Third, with the passage of time, 
the ruling elders hostile to industry died off or were forced by age to retire from their de- 
cision-making roles. Their successors were their better educated children, if they had not 
left the town, or more frequently the representatives of the commercial or banking com- 
munity. 
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LEADERSHIP • ; 

A few remarks which are highly related to the previous topic should be made, pointing to 
the importance of public leadership. EDA field represfehtatives often cite cases of towns 
whiirh could obtain federal funds and new industry if they had leaders with'the energy and * 
skill necessary to analyze the town's needs and to *'scir' its needs and virtues to industry and 
to government. As the section above on industry location points out, a town such as SC 
Town can rapidly expand itrindustrial base, even in the absence of glaring comparative ad- 
vantages vis-a-vis neighlboring areas, if leaders emerge who can become activist "salesmen/' 
Yet, the salesmen also needs at his disposal someone who can write plans and programs. 
The need for a full-time planner in any Sloven hoping to receive federal funds is evidenced by 
the difficulty often Encountered in merely completing federal applications. This, in the 
opinion of the research team, is a most important determinant of whether a town will be 
able to significantly supplement it$ own scarce resources. 

More expertise is also needed in the community if the problems of unemployment, education, 
health, housing, and poUution'are to be correctly diagnosed, and effective programs devel- 
oped. Such expertise can come through supjplying full-or part-time planners, or by trainjng 
' current leadership in the community. Many private; org&nizations-banks, newspapers, law 
firms, rural electric cooperatives, municipafgbvemment&<:ould be interested in sponsoririg 
members for such training. As areas begin to industrialize, these groups recognise their in- 
abiUty to cope with some of the problems, but theV don't know where to turn for assistance. 
Another source of expertise that remains unutilized, even where available, is the educational 
institution. The college in Miss. Town has verrlittle contact witti the Town government and 
its faculty plays Uttle role in civic affairs. Yet ?he potential is great. It is highly desirable to 
find some way of creating interest on the part of such Colleges and portions of their faculties > 
in industrialization and community development. 




Conclusions - Interest Groups 



Foliowing Olson's analysis, towns are the logical unit to attempt to influence the decision to 
locate. This is hardly a new\:onclusion, since much of the literature on tax subsidies has 
been based on this assumption. However, the failure of towns to grant substantial subsidies 
has been attributed to restrictive laws that limit the levels and types of subsidies and the 
means by which they can be financed. Moes, argues,^ for instance, that the subsidy to indus- 
try should be borne in large part by the unemployed immobile resource ~ i.e., Ubor - who 
will benefit from the new employment offered by new industry. H»evies on wages for this 
type of subsidy would require numerous revisions in state law. >, 

Ouj^survey and analysis of four towns emphasizes another set of factors which can account 
for the rather patch-work array of deyices that are used to attract industry. First, there may . * 
be traditional interest groups - e.g., agriculture - who stand to lose from increased competi- 
tion at the pohtical, social, and economic level, and who yield considerable poHtical influence 
in local government, Second,/in some cases the decision by the local governhient to attract 
industry is seldom made independently of the wishes of estaJbhshed industry. While in theory 
the immobility of capital w(/uld seem to limit these industries' bargaining PQwers, in practice 
their influence can be considerable and is often derived even without particiit)atiinig in the 
local political process. . 

These generalizations do not apply 'uniformly, to all smaH rural communities but we feel that 
the two towns studied in depth are representative of two types of small towns which differ 
significantly in the power which interest groups wield in shaping the course of industrial 
growth. S.^- Town has a relatively large, number of small employers and Ihe county "farm 
bloc" was broken years ago due to rapid decline of that sector in the cpunty's economy. 
Miss. Town has a small number of large employers and a strong rural influence. New Indus- 
trial prospects for Miss. Town are screened informally byJSoth these groups, a phenomenon 
that does not operate in S.C Town. Both interest groups in Misfs. Town realize that they 
cannot stop but only ^ow down growth of industry. 

# , / 

The framework for a study of interest groups provided above could npt be "tested" in any 
statistical sense, but the data available is consistent with its. major premises. Attitudes toward 
industry which exist in small towns cag be traced back to *a nunri)er of factors - the notion of 
self-interest is a useful tool, subject to the limitations outlined above. The groups whioh did 
attempt to attract or resist in<^stry were thwarted by the fact that industry is a public good 
and collective action without a*|y form of coercion is likely to, end in suboptimal amounts of 
the public good. | 

le experience of the two towns, especially when compared with that of the two cities, sug- 
gest'that the analytical framework which has emerged in the studies of comparative national 
political development and modernization might have useful extensions to the study and plan- 
nina of regional and local development i Among the factors that could come to bear are: the 
rolejof education in socializing elites, generational and interest group conflict, the demon* 
tion effect of economically advanced political-geographic units, etc. . , ' 



^ Mqcs. John E.. LOCAL SUBSIDIES FOR INDUSTRY, Chtpcl Hill: UiMvcrsity of North CtroUn* Prgu. 1962 
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, GROWTH CFNTER CONCLUSIONS ^ " 

The foregoing test of whether growth center criteria apply' to the small toVns and develop- 
ment {^enters studied has reached several conclusions which are used in Secfion.V to eval- 
uate E.D.A. strategy towards development centers and small towns. \ 

(\ 

1. No town or city studied possessed all the growth center charaOTristics tested 
for. Several 4)atterns emerged, regarding ''mixes" of characteristics^ Generally, the two 
smaller towns have showed ability to attract industry of reasonablyimpre^ive growth and . 
wage potential. Industrial growth has not caused a pr/»portionate development of a commer- 
cial sector, although forces independent of industry have achieved if in one town. The towns 
are not particularly dependent on significantly larger towns from a commuting standpoint, 
but rely to some extent on a superiority in the larger cities of cert^ public servkes such as 
hospitals and medical specialists. One of the small towns, on the other hand, attracts a 
significant amount of comn^uting, and commands a sizable labor market. Both towns have 
contributed to a decline of fbut-migration frojn their districts. 

11 

2. In terms of "autpnomy", or '*self-sustaining" growth, it would appear that the 
small towns are "'self-sustaining'" in terms of controlling a latx>r market, and less so in commer- 
cial (retail) activities. (Industrial inputs are largely imported and processed, and the outputs 
exported. In this sense, the towns are certairly not autonomous, but it could be argued that 
this criterion would.altow few cities anywhere to be called autonomous.) Public service pro- 
vision is a fuzzier area, and two major pieces of "non-autonomous" evidence emerge: first, 
although all basic services are provided by the town, residenis travel to larger cities to see 
specialists and to obtain "cultural" types of services; second, as will be detailed in the next 
section (II), residents do not share equally in services, and therefore it can be argued that 
outside assistance is required. 

Zl Although a historic advantage in quantity and quality of pujblic and commercial 
service provision is possessed by the larger cities, there is no evidence that an efficiency advan- 
tage exists of a size to warrant allocating all resources to larger cities. Many of the impediments 
to the development of capital markets and commercial sectors are largely institutional rather 
than economic, 

4. The interest group structure in a small town is capabll of fp^tering or impeding 
growth. Since each^group has a different vested interest in th^benefits#of industrialization, 
the larger the number of powerful groups in a community, the more difficult it is to reach a 
concensus on a "progressive" town policy. Larger chies do not face as serious a problem in 

, this respect because the power of interest groups seems somehow to be diluted by size of 
city. This dilution can occur, however, in much smaller towns, as seen in S.C. Town. 

5. A mtilti-function center, as described in this section, is likely to develop only 
if strong leadership emerges in the center. In addition to this requirement, the growth wijl 
be fostered by a labopinformation structure that is sufficiently efficient to make industry 
aware of labor market potential. The same ifystem i$ capable of keeping local government 
informed on the demographic profile ofMtS poor. 
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li INTRODUCTION 



The preceding sectioQ has concluded that some small towns possess certain growth center 
charactvristics while not.possessing others, and that such towns can act as multi-function 
centers. Several weaknesses present in small towns are identified, and suggestions for en- 
couraging growth are given, with reference To remedying thfesc weaknesses. 

i 

In evaluating a growth center strategy, it is next necessary to analyze EDA's pals and 
j>olicy instruments in light of growth center development. This will be done^hroughout 
S*?ctions 11 through V: this section will begin by examining the distribution of the benefits \ 
of growth in the towns studied, highlighting problems encountered; EDA's goals are an 
acceptable unemployment rate and per capita income level in presently below-standard areas. 
If the assumption is made that a relative concentration of effort on a center will result in the 
growth of that center, it still remains to determine what the effect of the growth will be on 
the employment and low income problems. This section will concentrate on the problems 
remaining in relatively higK growth towns. 

UNRECORDED WORK FORCE POTENTIAL IN FAST^ROWING SMALL CITIES 

Despite the rapid growth and industrialization of the towns and cities studied, there appears 
to exist a segment of the population which is not now emplcfVed, portion^ of which would 
be available for work under different local conditions. The indicator of employment con- 
ditions most heavily relied upon by both feiijeral and state agencies, which is the estimate of 
uncmplbyntent made by loca^ offices of the State Employment Services (ES). does not 
reflect the full extent of an area's unexploited work force potential. Thi§ potential can be 
summarized in four categories: Underemployment, unemployment according to the local 
office estimate, non-participants, and those not counted. Underemployment, unemployment, 
and non-counting are very briefly mentioned below, with some examples mentioned. Non- 
particiqpition is discussed in more detail, because of the importance of work* force participation 
to an area's potential for industrial growth. (Section 1 has already discussed the contribution 
9f labor force to growth.) We wish to stress here that the following observations on work 
force potential ai)d on procedures forfrecording it are based entirely on observations in the 
areas studied. These areas are suspected of being reasonably representative of the better 
southern rural areas, i.e. those with the least severe employment problems; this analysis, how- 
ever, does not claim to prove this, but merely to provide examples of the problems of recording 
and publicizing a labor force. if 

1. Underemployed - Two common examples of underemployment ar^^: ^ 

a. Part-time work - Many working days are lost due to the seasonality of rural jobs. 
Though many would like to work in the off-season, they are considered employed. 
Also, many take part-time jobs all year, as full time jobs are unavailable. ^ 

b. Work at Lower Skill Level - Many workers who are employed cannot find jobs at skill 
^ ^ levels at which they have successfully performed in the past, and so work at lower- 
skill jobs. 

2. Unemployed by traditional definition-Thc local office of ES currently asks a sample 
*'Are you employed?" and **Are you actually seeking work?" This procedure, as observed 
in the study areas, probably understates the potential work force for reasons other than 
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non-consideration of underemployment, nonparticipation, and noncountiiiK These reasons 
include survey techniques limited by size of sample and size of geographic arek surveyed; 
survey^ effectiveness declines with respect to pojgulation residing outside the ci\^ limits, and 
this rural population is a particulariy4ajportantc&n^ of work force potdhtial 

3. Non-participants ' Non-participants are those ;p^<^pk-ilj§ are not seeking woHf, who might 
seek work under better conditions. People in this category include, but are ^ot limited to: 

a. the worker who has been unemployed so long that he stops looking - an important 
factor in Southern rural areas. 

b. the housewife who is not looking for work, because she knows no jobs for women are 
available at wage rates worth the sacrifice of her domesticity. 

4. Uncounted - An additional problem in rural areas in that a number of the hard-core 
unemployed are not counted, particularly blacks. Rudolf A. White, in the Mississippi 

^ Business Review , • estimates that 1 0% of rural negrojnales are uncounted. 

The importance of the size of an area's labor force to the area's growth potential has been 
discussed. Since the areas under study have only recently transitioned from a largely agri- 
cultural to a primarily industrial base, it may be reasonable to expect labor force participation 
in these areas to fall short of the national norm. To test this assunjption, it is possible to apply 
national participation rates by age and sex (derived from the national population and labor 
force distributions) to the local population. The result is an estimate by sex, for various age 
groups, of how much greater or less than the national average is local labor force participation. 
Where local participation is below the national average, this is a rough indication of an unex- 
ploited potential work force. This calculation has been made in Tables AIM tlirough AII-7 
in Appendix II; the resulting "estimated labor force" (full potential) is compared in these 
tables to the local ES office work force estimates from 1 960 for three of the towns and all 
of the counties. This rough n.ethod of estimation should be viewed with respect to the 
following qualifications: 

1. The southern rural areas studied are being compared with a national^verage. This is done 
with full realization that labor force participation is a concern in many areas of the country 
other than the South, so that the ''norm'' by no means represents the ideal. 

2. The data used is from 1960. (The only relevant data available since 1P60 for these areas 
consists of estimates of total population, without regard for sex, age, or race.) Although 
it is realized that subsequent migration trends and changes in employment conditions may 
have altered the 1960 picture, these estimate^ are given in order to illustrate work force 
conditions which have .prevailed for at least a portion of the last decade of industrialization; 
only a rough indication is given, then, of the potential inadequacy of the locally estimated 
un(jmployment rate as an indicator of work force potential. 

i ■ ' ' 



IWhite, Rudolf A., "The CurreBl^BlfiiiedAires to Substantially Undcresti^tatc Unemployment in 
Agricultural States - The Mississippi Picture/' MISSISSIPPI BUSINESS REVIEW. April, 1967. Vol 29, 
No. 10, p. 9. 
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Tables AIM through AU-7 in Appendix 11 indicate characteristics fgf the overall population 
by age and sex, without respect to race. The following comments summarize some character- 
istics appearing in those tables which could be misleading if the racial composition of the 
areas studied were not kept in mind. After these brief comments, the Negro population will ^ 
be considered separately; the extent to whiuh Negro non-participation influences the following 
summary statements will then be seen. Without respect to race, the tables in Appendix H 
would m licate, first, that labor participation rates among men are less than the national 
average: second, that participation rates among women are generally higher than the national 
norm; third, that older workers have disproportionately high and younger workers unusually 
low participation rates. 

Turning from towns to counties, participation rates become noticably lower, probably due to 
inadequate transportation, declining agricultural employment including tenant farming, and 
a paucity of industrial job opportunities in rural districts. Men, in the four counties, in all 
age groups have participation rates lower than the national avera|e. Low rates are most com- 
mon among the younger workers, 1 5-34, with older men almost reaching the national norm. 
Participation rates among women in the counties are less easy to understand. Without excep- 
tion, girls 1 5-24 are lowest while those 25-34 are among the highest. 

Negro Nonparticipation 

The work force participation characteristics of the overall population are heavily influenced 
by the characteristics of a large Negro population. Although the areas studied v^ry substan- 
tially in their dependence on agriculture, the transition from agriculture or cfther nonindus* 
trial pursuits to industrial employment significantly Contributes to the magnitude of nonpar- 
ticipation, and Negroes were observed in the study areas to have more difficulty making this 
transition than whites. If the proportion of the labpr fprce involved in agriculture has been 
large, arid especially if the percentage of Negroes in agriculture *has b^en sarge, displaced ag- 
ricultural workers have h|id a large effect on the labor participation rate bi the county be- 
cause of both the time lag and the large number of persons involved. This phenomenon was 
generally most noticable in Mississippi where the Negro agric^ultural employment exceeded 
75% of the total rural labor force in 1960. 

Data insufficiencies make an age-sex breakdown similar to that above impossible for Negroes 
alone* However, a rough index of the potential for further employment in the black popu- 
lation is available, using the methods outlined in Table II-l, wl^ich utilize the same application 
of national participation rates as was explained above and shown in Appendix II. The esti- 
mated nonparticipation is combined with locally estimated unemployment to provide an 
^'unemployment indicator,'' which, better than the unemployment rate alone, estimates the 
potential availabilit>^ for jobs of the presently unemployed. 
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Table IM sliows that blacks in the areas studied participate in the labor force at substanti^iliy 
less than the national rates for black persons. The one exception to the low participation 
trend consists of womfen in the towns, whose participation rates are slightly higher than the 
national average. Women in the counties, at\d men in both towns and counties, have uniformly 
meager participation. A significant difference between the two states is evident in female 
unemployment. The urtemployment rates in tl^Mississippi areas are double to triple those iiv 
South Carolina. No similar distinction between states can be made with regard to male 
unemployment. Rates are higher than might be expected for blacks in the rural South only 
in the S.C City and Coun^. 
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Trends Since 1%0 • Total Popula^ons 



"^mm Local estimates of 1 965 total populations, although rough, suggest (but cannot substantiate) 
' an increasing participation rate Over the five year period. In S.C, County, the population 
increased 8% while the labor force grew by 17%. In S.C.T. County, the actual population 
dropped about 4%, but during the same period th^ labor force increased in size about 5%. 
In M.C. County, whose population grew by only 8%, an increase in the labor force size of 
only 3% is seen. The exception to this pattern is Miss, T. County, which exhibited a growth 
in the labor force of only 1.8% with a corresponding rise in oveftll population of 7%. 

As would be expected, those counties which showed the largest increase in labor force par- 
ticipation over th^ five year period also had the lowest percentage of persons engaged in 
agricultural labor. S.C. City, which exhibited the greatest increase in labor participation, had 
the smallest proportion of its labor fo^ce in agriculture during 1965, (representing only 11% 
of the total labor force). S.C.T. County, showing the second largest rise in labor force parti- 
cipation, had th^ second lowest proportion of persons engaged in agricultural labor, at 1 6%^ 
M.C. County had 19% of it's labor force engaged in agriculture and the third largest gain in 
labor force paiticipation rate. Consistent with this i*rverse relationship, M.T. County had 
35% of its labor force engaged in agriculture, and exhibited a decline in its hhot participation 
rate. Apparently, many of those individuals (mostly Negro) who are displaced from agricul- 
ture failed to obtain job,s in the non-agricultural sector. 
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REASONS FOR CONTINUING UNEMPLOYMENT AND UNDEREMPLOYMENT 

Interviews with local employment service offices, state and federal training programs, and with 
community leaders, conducted in the four areas studied, indicate that unemployment, underem- 
ployment, and non-participation in those areas remain higher than the national average. Possible 
explanations for the existence of these conditions despite the substantial growth of industrial 
employment in the areas include the following. 

First, a new plant provides jobs not only to resideiits of the town in which it locates, but also 
to residents of surrounding counties. Second, jobs can be taken by new entrants to the labor 
force within the town. Third, the firm can^^rtng with it employees from outside the region. 

Many individuals who did not have jo6s^hen industry first located still did not have jobs 
years later, despite* the great number of industrial jobs created* This "hard core'\f$ passed by 
in favor of the labor sources mentioned above. Many others get jobs but do not experience 
income increases comparable to Jhat of the average industrial employee in the community. 
Reasons for this are discussed here under four topics; ^lower productivities of les5-skilled 
labor; a disparity between skill needs and hiring standards, and related problems within the 
employment structure; racial discrimination; and problems of acculturation, healthy and 
particularly education. 

The following discussion is of only the conditions noted in the four study areas. Comments on 
employment practices result from interviews with plant managers and others. The conclusions 
drawn cannot be assumed to apply to all southern rural areas. 
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Manugenienf s Experience witli Rural Laboi^- Low Productivity 

An Analysis of the location decisions of firms and their subsequent hiring practices is reveal- 
ing regarding management's expectations of the labor market, l^iere seems to be a strong 
tendency by corporate decision-makers who locate new branch plants in rural areas to expect 
that laborers at both old' and new locations will have similar productivities. The difference 
in wage rates is therefore not seen as a reflection of different labor force ma^inal product- 
ivities; the entire decrease in wage payments is envisioned as an addition to the potential 
profits of the firm. 

% ' . . 

A worker's productivity in any given task is actually a function of: 

( 1) The inherent personality, physical attributes, and intelligence of the worker. 

(2) The amount of imbedded capital investment which the individual brings with him 
when he first comes to an employer; this investment may be in the form of education, 
health care, and sociahzation given him by his parents, the society, and by other firms. 



(3) The amount of on-the-job or formal training given the wori(er by his employer during 
the course of his new job. * { 

(4) The amoui^of supervision given the employee so that he iVuot^as dependent on his 
own skills, judgement, or discipline. 

(5) The fixed capital equipment and operating routines which apply to this job. 
Firms considering new locations have often assumed that factors 3, 4, and 5 will remain the 
same in any new plant operation. They then have assumed that the worker who comes to 
them, vy^hose productivity at that point is determined by factors 1 and 2^ will be similar in 
almost every way except wage rate to the workers they obtain at their present location. 
Even assuming that the two groups of workers are comparable in terms of factor 1, this 
assumption by management overlooks many tritical facts. 

* * ^ 
First, workers in smaller southern towns are coming from rural settings and are not used to 

reporting to work every day at regular hours, or to working 8 to 10 hours in a highly dis- 
ciplined factory situation with regular demands being placed upon their behavior by a 
machine process. They are not accustomed to Working in a confined shelter with loud 
noises, the constant presence of supervisory authority, and the social necessity of interacting 
constantly with fellow employees amidst tension and pressures. Many of these workers are . 
-poorly trained by the managers' standards in personal hygiene. Workers' value systems, and 
therefore responses to wage and promotion incentives, may also be different. The phen- 
omenon of backward bending labor supply curves in response to wage clianges is a regular 
(reported) occurrence. 

Second, the average prospective worker will have far less formal schooling than the average 
current employee, and the quality of any amount of formal schooling acquired by a pro- 
spective worker will be far lower than an equal amount of formal schooling acquire d by the 
average current worker in the previous location. This lower level of education will in tuni 
iproduce a lower level of basic skills (hteracy, verbal abihty, math, etc.) and thus a lower 
capability for learning on the job, for absorbing formal training by the firm, and for job 
performance. 

Third, the prospective workers will bring less job experience and training with them Where 
local economies are only beginning to industrialize, there have been few opportunities for 
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workers to gain training Ironi other linns. The intorinal skill development ot the worker at \ 
home may also have been iiieager. due to relative unfamiliarity with mechanical processes. 



Fourth, low incomes and public expenditures inJthe prospective area have left the health 
care investment in the pi'ospective labor force much lower than at the first location. Pro- 
spective workers will huss more days of work due to illness, be ItW-able on the average to 
stand the pl^ysical and mental strain of the job. and be more likely to be too short, weak. 
poor^y coordinated, or mentally dull to perform a task expected at present of the average 
wo|:ker. Such physical and mental intlrmities can be counteracted by higher motivation and 
willingness to work, but repain important for many kinds of jobs. 

Fifth, the historic discriminatory structure of Southern rural society has produced dis- 
parities in the socialization, quantity and quality of education, job and home training, and 
health conditions for blacks and whites, wftich may be as great as the regional ^disparities 
between the current and prospective work forces. The discrimination has imposed an extra 
burden on the black potion of the prospective labor force in terms of psychological adapt- 
ability and ego identity, which directly influence labor's productivity. Numerous reports 
were given by well-meaning Northern managjers in Southern firms of blacks whom they had 
tried to hire or to upgrade to supervisory capacity, who had failed because of their lack of 
confidence or ability to adjust to the tensions of interacting with whites.. For whatever 
causes, too many of the black workers with sufficient basic skills tend to react in extremes- 
either becoming very submissive and dependent (and thus of limited use to ap employef for 
upgrading) or becoming antagonistic (and thus creating problems in terms of potential fric- 
tion with other employees or with management itselO- 

Management, then, tends to make the location decision ignoring the differences in labor 
force quality. This leads to disappointed expectations, and an over-simplistic attitude toward 
work skills and attitudes. Managers'' inadequate understanding of human capital is accom- 
panied by its psychological and intellectual resistance to change. Organizations tend to resist 
changes in routines that have worked successfully for years; individuals dislike the tension 
that conjes with adjustment to new situations. The customary inertia of organizations in 
changing to meet new conditions is sufficient to retard adjustmerit by firms to the novel labor 
conditions at their new location. The difference between a good a^d a bad managed may be 
that the former can understand the source of new problems and qdickly and frequently 
adjust to such change. 



Options Ope^n to Management in Using Rural Labor 



The firms have seven basic options for coping with the problems of their rural labor force. 
These options are: 

1. Train the labor formally to upgrade its skill potential. This tfaining can be job spec- 
ific (e.g., training a low-skill o})erative to do a higher skilled welding task) or for generalized 
higher skills (e.g.. training a low-skill operative to be a mechanic or electrician capable of 
doing any one of several higli skill tasks), or basic education (e^g.. training an operative in 
arithmetic so the worker*s'trainability for higlief skills is increased.) The training can be fuU- 
time. for part of the v/orking day. or during evenings in conjunction with other productive 
activity by the worker during the work day. The training can be provided in-house or in 
collaboration with some outside agency, whether the local schools, a technical institute. CAP 
program, or CEP or other Department of Labor program. The training can be subsidized. 
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* merely eHcouraged, or demanded by 4he employer. 

2. Provide more on-the-job training to labor having the skill potential but lacking exper- 
ience. On-the-job training involves putting an ineitperienced man, having the minimum 
aptitude requirements for a job, directly to work to learn the skilLwhile on the job. The firm 

. then closely monitors the worker to minimise the cost of his errors. 

3. Change the labor mix, substituting supervkory personnel for operatives. Management 
is able, if it desires, to increase the amount of supervision on the job and thereby reduce the 
amount of knowledge and aptitude a worker must have to be productive. This substitution 

is different from tfte increases in supervision which would obviously be necessitated by for- 
mal or on-the-jpb training (Options No. 1 and n6. 2) in that the increased-^upervision here 
is permanent. With direct or ofi-the-job training, the employee eventually becomes suffic- 
iently knowledgeable and skilled that increased supStri^kaxws no longer needed. 

4. Introduce new machinery and operating proceduresr^uiring a lower quality of labor 
input. * 



The difference between Options No. 3 and No. 4 is that m No. 4 substitutions are made be- 
tween techrtology and labor, while in No. 3 substitutions are made between education and 
labor. 

5. Import higher skilled or better* educated labor from outside the region. 

6. Impose high hiring standards and pay a higher wage to get the kind of productive 
worker desired. 

7. Accept a rate of productivity lower than had been anticipated, and not attempt to 
adjust productivity back to the norms of the previous plant location. 

The response of firms in the towns studied has usually been some compromise between train- 
ing, increased supervision, higher wages, and accepting lower productivity. Firms would tol- 
erate only marginal wage increases, so that option was not particularly exploited. Since super- 
visory personnel were as hard to come by as skilled workers, the options of direct training and 
permanently substituting management for labor were restricted in exploitability.^ The^siz- 
able regional difference in wages made it feasible for managers to accept a lower rate of prod- 
uctivity, but not without complaining. The most frequently exploited option, however^as 
on-the-job training. The "buddy system'* was generally implemented whereby a new worker 
learned from an older experienced v/orker. Increased temporary supervision was provided 
but minimized. The chief cost to management was the rapid turnover of hirees who didn't 
make the grade. 



This scarcity is cited not only by firms in the towns, but even by firms in S.C. and Miss. Cities. One firm 
in S.C. City complained that it was unable to open a new production line which would employ some 40 
unskilleOlaborers, for want of a few good middle-level supervisors to oversee the line. The firm had dis- 
covered years befoLQ|^hat by increasing supervision, it was able to use unskilled labor, with less than 8th 
grade educations, ettectively in jobs for which plants in its previous location and f6r which it initially in 
its new location had required 10th grade or high school educations and machinery experience. Yet as S.C. 
city had grown, it had become increasingly harder to get laborers who could be upgraded to supervisory 
positions. The firm now stresses the middle-level management deficiency to outside prospective firms, 
warning them they would have to import most such managers. The firm blamed this (teficiency on the low' 
quality of South Carolina schools. Several other firms justified their high education requirements on the 
basis that requirements were necessary to insure both that a sufficient number of capable workers would 
be available for upgrading to supervision and that most workers could be upgraded to higher skills if aulo: 
mttion did come. 
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Some of those options are not partk\ilarly Viable^ It is usually prohibitively expensive to 
import labor. Of the 19 non-native firms interviewed, only six firms attempted to import 
more than ten workers when they set up their new plant. Each of these six cases were firms 
employing more than 300. The largest known importations^ ran to less th^n 20% of the 
firm's end-of-the-second-year work force, and these importations were of managers, engi- 
neers, and top technicians, and craftsmen who were to be given responsibilityW training 
the new work force and setting up production. ^ Similarly, substituting machinery for labor 
is not viable in the short run. First, managers do not perceive much opportunity for such 
substitutions. Second, the psychological and organizational resistence to basic change in the 
production and operating routines*is great. 

THE DISPARITY BETWEEN SKILL NEEDS AND HIRING STANDARDS 

Formal Education Qualifications Represent an Important Discriminant 

Differences between actual needs by firms and the qualifications which they required were 
expressed in several ways: Standards for hiring basic production workers varied between the 
two states and in significant fashion. In South Carolina, only two of the fourteen firms inter- 
viewed, representing only 9% of their total employment, had a formal minimum educational 
requirement for any employee. In Mississippi, five of fifteen firms representing 57% of total 
employment had such requirements. About the same percentage of employment was cov- 
ered by the requirements in both Miss. City and Miss. Town. The requirements in all but one 
case were for 9th or 10th grade educations. One employex had a double standard: 6th grade 
for Negroes, 9th for Whites. The states also differed ffi terms of the testing given job appli- 
cants. Twelve S.C. firms administered their own tests to employees while only four firm^ 
did so in Miss. Since the State Employment Service (ES) administers tests to many appli- 
cants before referring them to employersTihe Miss, firms which used ES were not really let- 
ting job applicants go untested. It should be^.oted, however, that the Miss, finns were in 
fact substituting gpvemment-designed tests and test standards for their own. Interestingly, 
the firms which did rely heavily or eyen partially on ES in South Carolina nevertheless ad- 
ministered their own company tests to ES referrals. The most frequently given test by firms 
was the Wonderlic test for reasoning aptitude: some firms also tested in arithmetic; some 
gave specific mechanical tests: some measured dexterity. All tests required the possession of 
basic literacy skills for doing well, although only a few firms admitted that literacy was nec- 
essary as a minimum aptitude for successful production perfornianc^^^..-— -v,.,,.^^^^ 

More than half the firms reliecl heavily on interview impressions along with educational back- 
ground and test results. Managers who described the characteristics they looked for in inter- 
views stressed alertness and basic communication ability. In several cases, poise and appear- 
ance were also emphasized. As part of the interview procedures of most firms, applicants 
were required to fill out forms, another check on their literacy. | 



Irwo firms which had Utge importations would not estimate their employment totals. Other sources in t 
community gave.no impression, however, that the importation had been abnormally large in terms ot th€ 
total work force. 

-Several firms in recent years have tried unsuccessfully to import middle level supervisory and skUled per- 
forinel from bigger cities out-of-state. The wages the firrits can offer are not sufficient to entice such 
workers (or perhaps their wives • as some managers iasist) to endure the economic, social, and psycho- 
logical costs of relocating to the relatively amenity-less towns surveyed in this study. 
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The figures below show the education characteristics of the aggrjegated labor forces with for- 
mal education requirements and without such requirements. It is clear from the tables that 
in each town; the average firm with formal education requirements *had a much higher, per- 
centage of its work force with high school degrees and a much lower percentage of its work 
force with less than seven years schooling, than the average firm without education require- 
ments. The/irms that had educational requirements were important within their local econ- 
omies. The firms tended to be large with employment respectively of 175, 250, 300, 520, 
522, 613, and 800. Formal education requirements would therefore appear to be a major 
discriminant in deterniining who gets hired. 

The education qualifications needed by workers to meet formal minimum standards were 
quite different, however, from the qualifications needed to win jobs in the competition with 
their peers. The surplus labor markets gave management the advantage in early years of 
grabbing the cream of the labor market for jobs with skill needs far below the potential of 
the worker filling the job. The distribution among firms w/r/iou/^ formal education require- 
ments\of the percentage of employees having at lea$t*a high school degree, was as follows: 

' S.C. Town 70, 55, 50-60, 50, 30, 1 2, 5 

S.C.City 55.10,10,5 

Miss. Town 60,25, 10-15,0 

Miss. City 50,45,40,2^, 10 

Thus, even firms without formal education requirements often ended up widx a sizable por- 
tion of their labor force with high school degrees. In Miss, City, the percentages in several 
such firms were higher than in firms with formal requirements. The percentage distribution 
in the latter firms was as follows: 

S.C. Town none 

S.C. City 98, 98 

Miss^Town 70,151 V 

Miss. City 53,45.20- 

Education was thus informally being used by firms as a filter for screening out the best from 
a large number of applicants having the necessary qualifications. 

That a large disparity existed between the actual requirements for jobs and hiring require- 
ments is indicated further by 1) the lowering of formal requirements and qualifications as 
the labor market tightened, and 2) the large disparity between firms in tke formal require- 
ments for the same kind of job. As more firms arrived and/or expanded^^e surplus in the 
labor market got smaller and firms found that previous cut-off points in education and test 

Ijhis firm was a confessed aiscriminatqr and had raised standards to aid exclusion of undesired Negroes. 

'^This firm was long established in the area with high wages and a relatively old work force. The high 
standards reflected the growing education of the more recent entrants to the work force. Whether or 
not an employee needed more formal schooling in order to do the kind of work firms required, he had 
to have the schooling if he wanted to win one of the scarce jobs. 
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scores were too high to generate a sufficient number ot workers -tor the firm's {leeds. More 
than three quarters of tlie firms in each town stated that this had been their experience, and 
that requirements had been gnuiually lowered* One firm stated that when it first located, it 
had aired primarily high sChoohdegree-hoJders and Jemanded high score results on itsKt^s. 
The amount of education and jlie scores it demanded for the same jobs had fallen contin- 
ually over the previous four /earb. As thS market continued to tighten, it had in the last year 
given up testing altogether; ^t the time it abandoned testing, its test requirements were less 
than 50 f of the score requirements it had imposed for the same jobs 3 year^ earlier. Over 
half of the other firms interviewed expressed willingness to accept any healthy male with 
basic hteracy for most of their operative positions; yet in several of those firms, 25-40% of 
the workers currently employed in those jobs, who had been hired in earlier years, had high 
school degrees. 

Even more intriguing, many firms were currently employing workers with minimum literacy 
skills for the same jobs for which other firms in their state and evo^^ity were requiring 
tenth grade educations and high test scores as minimum (qualifications. The disparity was 
greatest in the metal-wortcing industries. For example, die-maker jobs were considered very 
skilled positions for whicri few workers were available. Most firms imported their die-makers 
or imposed some of their highest qualification standards upon applicants for the in-house 
training programs. Yet one firm, started by town natives, was successfully training relatively 
large numbers of die-ruakers each year out of raw recruits taken off the farms. Almost 9(y/c 
of its labor force had less than six years schooling. Its trainees and instructors however, were 
regularly being pirated by new firms in the town, in the state, and even in other states. An- 
other firm had by far the highest skill needs of any industry in its town. Yet its plant manager, 
whose background was production and who supervised training, admitted that he believed 
that not even literacy was required for most of his jobs. 

The disparity in requirements imposed by different employers for the same skill level of 
work can also be seen if firms within the same industry are analyzed/. Table 11-3 compares the 
education, age, sex, and racial characteristics of the work forces of firms engaged in the same 
lines of work. Firms in the same industry* show wide variations in the makeup of their labor 
forces - variations which imply that the requirements set for hiring have np necessary relation- 
ship to the skill needs of the work. The pattern of variations in Negro employment suggest 
that the extent of Negro ejnployment was far from explained by a fipm's preferences toward 
education, age, or sex in the makeup of its labor force. 

While the disparity in requirements implies tfiat mioipium requirements for employment in 
firms are often arbitrary' and artificial, the disparity does not imply that the requirements 
are irrational from the perspective of the firm. Firms which were accepting "lo ver quality" 
workers were paying more money for training and supervision, absorbing more indirect labor 
cost through higher turnover, absenteeism, and perhaps accidents, and obtaining a lower 
level of productivity than they had previously when they were hiring the Ketter educated and 
more experienced workers who were the cream of the labor surplus: The few fifpis which 
maintained higl) hiring standards were chbbsing to save on th> abov^ costs, while accepting 
the loss of production and efficiency costxaused by jobs remaining vacant for iQnger per- 
iods. That firms should complain about the fightening of the labor market is not Ixi all 
surprising. Labor was in fact costing them more and earning them less than previously in 
the same location. ^ 
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Table 11-3 



Characteristics of Warkers in Selected Industries, In the Areas Studied 

Pet. with 
Year» of Schooling 



Location 



< 7 



7-10 12 



PCt.ofAge, Ptt. Pet. 

< 25 25-45 >45 Female, Negro 



Sheet Metal-Working 
Finns 



Miss. Town 


0 


40 


60 


82 


. 11 


7 


0 


45 


Miss, City 




60 • 


40 * 


50 


40 ' 


10 


50 


16 

• 


S.C. City 


50 


40 


10 ' 


50 


^0 


10 


35 


50 


Steel Products 


















Miss. Town 


58 


30 


12 


5 


58 


37 


5- 


75 


Miss* City 




50 


45 


25 


70 


.5 


5 


55 


Ci^t-and-Sew 


















S.C. City " 


50 


40 


10 


25 


40 


35 


100 




S.C. Town 


0 


/5 


55 


10 


73 


17 


90 


30 



Source: Interviews with firmi in the four locations studied. 
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What appears to have happened is that the firms, having kept educational :?tandards as high 
as possible tor as long as possible, have drawn labor from outside the town, from other firms, 
and from previous non-participants (such as relatively well-educated housewives.) At the 
point where lowering the standards starts producing turnover costs higher than the firm con- * 
siders acceptable, the firm stops expanding. Beyond^this point, education ahd training piust , 
be-substantiallv iiivested in, in 6rdcr to break this bottleneck, (The fact that this ha« n9t take 
place in any major way is discussed in Section 111, on public service.)^The remedies to thy 
problems suggested in this discussion appear to be two: improve the educational offering to 
the disadvantaged population, and reform the hiring standa^rds to eliminate disparities be- - 
tWeen actual needs and stated requirements. 

Regarding the education levels attained by di-fferent segments_ of the population, there are 
significant differences apparent. Among adults in these communities: bo.th white and black, 
many are uridereducated. In general, illiteracy was quite higli (in Miss. Town a recent study 
showed that close to 90% of Negro adults over 30 possessed an average education of 4.5 
years). Generally whites are better educated, but there is a very high number of non-grad- 
uates. ' * 

The problem of poor education is, however, not restricted to adults. In the Negro schools ^ 
in all of the communities, perfonnance on national standardized tests was very poor-many 
scoring below the 10th percentile. In one grotlp of 75 students applying for entry into the 
Air Force, about 3rc passed the mental examination. White students generally are doing 
reasonably well, with many scoring well above^he national averages. The white schools gen- 
erally scored slightly above the national i^orms^ut well below the norms of suburban slIiooIs 
around the northernj:ities. - % 

Dropout rates, among both Negroes and whites, are dropping sharply. Both groups are try- 
ing to keep their children in school. In S.C. Town, the dropjout rates for whites and Negros 
were both below 1 5% for this yiar's graduating class, which is well below the national aver- 
age. While we cannot provfe it, /here seems to be a tendency in these industrializing com- 
munities to ke^ep their chilcjW^^in school for ^Ttonger period of time than surrounding agri- 
culturally based communjjti^. While surrounding communities probably have a reduction in 
dropout rates due to increasing rtational emphasis on the importance of education, school 
superintendents in the comnmi)ities studied generally reported that their high schools held 
their studenls.for a much longerperiod than did^the "rural schools.'' 

The Health Impetjimeiit to Emplbyability , 

Tl>e extensiveness of poor }xealth was documented in the PHS statistics, as well as in inter- 
views with many jfhysicians. A physician in Miss. City, recently arrived from Milwaukee 
remarked that by northern heafth standards", most Negroes and many poor whites would be 
considered unhealthy. Aneftiia; pneumonia, hypertension and a variety of other morbidity 
characteristics (reported by the State Health Surveys) all suggest that health is a significant 
problem in the work force. Physicians felt that low energy level due to poor diets, continual 
colds, and other health problems kept. many from full time work (or from the desire to seek 
employment). While there were a great many younger men and women who ari^reasonably 
healthy, health seemed to be a constramt for nijany,, perhaps older workers, who might other- 
wise more aggresively seek employment.^ Full documentation!, of the dire state of health of 



69 

0082 



Negroes in the Mississippi D'.^lta is contained in the;Uoi//iJ Buvon Health Sun ev prepared by 
the Tufts Medical Center. In one small coninuinity of Negroes/ 2.500 in size* over 900 fam- 
ilies lived on incomes of less than S800 annually. It should be remembered that milk and 
eggs*cost the same in the rural Soutfi as in Washington. D.C. 

Racial Discrimination as it Affects Employment * 

While the c^haracterfstics of race. sex. and itge are significant in themselves, it should be recog- 
nized that the Negro is typically less well-educated than ttie white; thft woman, than the man. 
the older worker, than the younger. These characteristics must be borne in mind through the 
next sections to prevent too-quick conclusions of prejudice in employment practices. 

Few Negroes work in high wage industries. The three largest high-wage industrx tirrns sur- 
veyed employ 10. 15, and 12 petcent Negroes respectively. While the smaller W^h-wage 
industry firms do employ considerably higher percentages of Negroes, they offer few open- 
ings, in total number. The bulk of Negro employment is in medium-wage metal-workmg 
industries and in low-wage industries. The firm^ employing large numbers of Negroes are 
heavily production-oriented. Those firms employing at least 50 Negroes, with Negroes con- 
stituting at least 25 percent of the total work force, have production employment percent- 
ages of 98, 95. 95. 95. 95. 95, 90, 78, and 77, in coatrast to the survey average of 87. W ith 
one exception, none of the firms with high long term growth or high investment per em- 
ployee has found the need to employ large numbers of Negroes. Correspondingly , those 
firms with low investments per employee rely on work forces almost entirely Negro or female 
Thus, the high productivity jobs in the most promising industries are largely closed to Negroes. 
^It might be noted that these firms, in a position to pick and choose, very likely opt for the 
best educated workers. This factor, rather than racial prejudice, might account for the phglit 
of the Negro in this situation. 

There is ample evidence, despite the education and skill issue, that racial discrimination is. 
and even more importantly was. a major factor in the hiring practice of firms. Several firms 
admitted that they had avoided hiring Negroes prior to the Civil Rights Act and the tight- 
ening of the labor market lest they alienate the white community. One firm admitted that 
it still had an agreement with the local ES office that Negro female applicants would not 
be referred to the firm. Most of the workers who had long tenures of more than a decade 
with their company were white: some northern plant managers transferred South admitted 
that this pattern reflected the whites-only hiring policy of past decades. In one sj/eable 
plant owned and managed by a long-time prominent family of the area. Negroes comprised 
only 1 6- 1 of the work force even though the work was low*skiIled and bS'T of the current 
work force had less than seven years schooling. In a nearby firm that had been located ui the 
same town, for almost 30 years, the work required was sHglitly lower skilled but b5 * of the 
work force also had less than seven years schoohng: the Negro percentage of the work torcc 
was 88-r. Plant discrimination also had a continuing influence via its unpact on the word-of- 
mouth recruitment system. Where Negroes had previously been shut out from enipl' yment. 
reports of job openings might not be greeted with sufficient credulity by the Negro la*>or force 
so that actions would be taken which might confirm or disprove the reports. Where *ew 
Negroes were presently employed in a firm, that ftnr^ would have lew 'messengers'' to the Negro 
community jmd especially to the hinterlands-the location of mos( of the Negro uneniployed'-to 
spread the word of job opportunities. This laitei problem is uiagtnfied when. be«.4use o! d ujdl> 
functioning (or discnminatorv l housing market, low incomes, and poor public service le\els. tlie 
Negroes who must be re.iched are stiH living in the rural hinterland, with poor trjnspor! jUorL 
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Thus* because ot low worker productivities, actual and perceived education requirements, 
healtli an^acculturation problems, and racial discrimination in hiring, the '^problem'* seg- 
ment Of the small town population is little touched by an industrial sur^e and the growth 
center phenomenon. A very fcal and important question for a Federal agency then becomes 
how can growth be encouraged which wilt spread to all segments of the population? 

The usefulness of public policy irt solving the distribution problem is addressed in the fol- 
lowing sections* The section immediately following, on public services, views the past and 
potential range of public activities aimed at a solution of the problem. 
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SUMMARY 

This section has discussed the ways in which the potential labor force in the areas studied has 
* been understated, and has examined factors which have led to unemployment, underemploy- 
ment, and non-participation. 

Firms appear to be inconsistent regarding what educational requirements are relevant tor 
various manufacturing jobs. Because of this, the«e requirements have acted as (conscious or 
unconscious) discriminatory devices.^ Furthermore, firms have not shown a desire to train 
less-skilled workers as an alternative to being able to hire workers possessing higher education 
and skill requireiti^ents. 

It is interesting to note, in the' light of the growth center discussion in Section l/that the 
towns studied, in attracting industry, have subsidized employment for a county population, 
while retaining td a large extent their own hard-core unemployrpent problems. If a newly 
located Arm employs whites from the surrounding county, black unemployment in the town 
remains. From the fe^ftiral standpoint, there has been a net gain, in that the county, unem- 
ployment rate has declined. Whether local government is concerned or ndt, it is handicapped 
by a lack of accurate employment situation: It can less effectively sell the town to new 
industry on the basis of a potential labor force; it may therefore feel compeUed to offer 
other inducements, some of which are shown in Section IV to be inefficient and ineffective. 

The federal government agency has the opportunity to act in an information-system-reform 4 
capacity, calling *the attention of local government and industrjr^ to this problem, and provid- 
ing assistance so that solutions may be provided. 
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///. INTRODUCTION 



Tlu^ introJuction to this report specif icd an analytical structure which contained three pjin- 
cipal actors: local governments, industrial tlrms, and the federal government. Although 
irtipof tant roles in the growth process are played by other parties , these are considered 
supporting parts, in terms of answering the major questions posed by this study. The fed- 
eral government, in its assistance role, inevitably finds itself reacting* to events set in motion 
by iocal governments and industrial firms* If the goal of federal aid is to provide assistance 
to a minority population which is not adequately served presently, the first question fed- 
eral government must ask is: Why has this service not been provided on the local level? 

Public services are all those facilities and services provided to a population by government 
on all levels. In this section, we analyze the local government's role in providing these 
services, and secondly the inij[j>act of industrialization on service provision. Specific reference 
will be made to the growth fabtors set forth in Section I, and particularly to the major com- 
munity problems noted in Se(!:tion IL The major questions asked are: how well do public 
services of various types solve growth and poverty problems, and how do local government 
and industry interact within the attempted solution represented by industrialization? The 
answers to these questions prepare for Section IV, which addresses the question of how 
growth should be subsidized. 

The Importance of Services 

Public services in the small town, as in any city, are of dual importance from EDA's stand- 
point; they have a profound effect on both growth and on the distribution of growth bene- 
fits* Their influence on growth takes place in several ways: 

L Services such as street construction and maintenance and protection services put a 
positive Umit on how large a town can become in terms of physical space, and therefore in 
population size. 

2. The size of services such as school and hospitals restrict the number of people living 
in proximity to the town, and who itsethe center's services. 

3. A broad range of public services, from water supply to schools and recreation, act 
as attraction factors to industrial location. (These are increasingly important, as noted in 
Section L) 

Regarding the distribution of growth benefits, the impact of services is direct and important^ 

1 . The quality, location, and entrance requirements of schools, hospitals, libraries, 
recreational facilities and other essential and desired services are factors which determine 

whether the disadvantaged population is served or not served. 

2. Services which develop and acculturate human beings can determine whether, and how 
quickly, the disadvantaged can be integrated into the mainstream of economic activity, prin- 
cipally. industrial jobs. 

The important point is the one which links these two concepts: if the distributional ( eiiuttv) 
goal is not achieved, the growth goal will suffer through out-migration of population which 
is not served. This feedback element welds growth and distribution programs into a closed 
srstem. and this fact cannot be overlooked by federal poller vis^-vis small towns 
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Location studies show an iiKTcasiiig interest on the part ot industry in services ami amenities: 
Assunung that tlie location of more firms could solve all the town's problems, the town 
would want to otier the prospective firms more tlu|ii just the necessities. Firins of ten look 
lor adequate housing, education, and health tacilitics, in addition to the inore standard infrar 
structural services, it it is accepted, nioreover, that certain social upgrading nuist accompany 
the training ot hard-to-eniploy groups, then housing, edihration, health* and other social ser- 
vices assuuje a more important role in the long-run atjraction of industry. 

Despite thy many problems involved in obtaining reliable responses from industrial firms 
on why they locate where they do, we nevertheless have more information on this topic 
than we do on why people mgve. The migration responsiveness of cfifferent population 
groups to service quality in sniall towns is a topic deserving of research but which unfort- 
unately has received little attention. 

One theorefical view of public ser\Mce provision^ would assume that e;/ch town determines 
a unique public service mix, and that consumer-voters move to thijt town whose service pack- 
age best satisfies them. In the real world, this view is somewhat reaRstic, since public service 
characteristics are largely Set by a relatively small number of people. The reaction of the feal- 
ance of the population (non-policy-niakers) as suggested above, depends on several factors: 

1 . Income: Public service quality will matter most to those not able to pay for a sub- 
stitute in the private sector. 

2. Quality Relative to Other Places: If ail schools in the region are nearly as bad, it does 
not make sense to change. 

3. Information: In order for one to move, he must know of a more desirable place else- 
where; this factor is often a function of distance, as well as sophistication. 

4. Cost: Those moving will leave little behind. An investment in a community, which 
may be m terms of land, job, or family, may overcome service quality differences. 

Factors I, 2, and 4 are most significant in Negro out-migration trends. The poor Negro leav- 
ing Mississippi cannot pay for privately-provided services ( I ): he has little of value in dollar 
terms to leave behind (4);^nd so he moves a considerable distance to an environment which 
he thinV- will offer significantly better services the Northern city. It isjiotable that dis- 
tance and sophistication (3) do not play a large role; know^ledge is limited to the example 
set by friends and relatives who have moved before, and the Negro migrates long distances. 
White out-migration trends tend to be motivated differently. Since public services are less 
likely to be unequally provided in an injurious w^ay to whites, white out-migration is subject 
lo the distance factor (3). Since whites move within the region, and since public senice 
variation within the region is not great (2). white movement is more sensitive to variations 
in the private sector: jobs and retail availabilities. 

individuals move when information is provided toJJiem that indicates a significant oppor- 
tunity to increase their welfare elsewhere, if blacFl^Jklo not obtain information that such 
differences exist in the region, they will move from the region. Based on the recent past, 
this would seem often to be an ill-advised decision, based on no or faulty information about 
opportunities available in northern cities. 
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THE LOCAL GOVERNMENT ROLE " 

A knowledge of how loeal governments are motivated and constrained in their public service 
provision functions is useful to federal agencies for several reasons: 

^.J'^ .J^^ federal agencies function as supplementary and remedial* sources of funds. They 
*Till in where local government does not or cannot, and the effectiveness of a dollar of fed- 
eralmoney is profoundly influenced.by the direction whicH local funds have already taken. 

Z If federal agencies have over-all plans for regional or national development, the possi- 
bility for success will be affected by whether local interests conflict ^ith or are consistent 
with these plans. ^ 

First, what are the dimensions of the service-provision decision process? Services in towns 
are provided by town and county governments. Education provides a third administrat ive 
uni.t, the school district, which in many states has a jurisdiction corresponding to that of the 
codnty. ^e administrajtive units are expected to produce services in certain standard cat- 
egories: The town provides utilities, street maintenance, and prdtective services; the county 
provides health; the state provides welfare and assistance in other categories. Each town or 
county government possesses an '^habitual*' spending pattern. Once service levels are estab- 
lished, yearly decisions are made in response to quality changes and a deterioration of quality 
is alleviated to an extent dependent mainly upon revenue available. In other words, the gen- 
erally applicable decision-making stimuli are needs angl resources. 
Several characteristics of this situation are important: 

1. Habit: An official is "locked in," to some degree, to a pattern of what is provided: 
it is difficult to add new services, 

2. Minimum Service Level: The members of the community have general expectations/ 
as to what quality level is expected in each service category (maximum number of bumps 
per mile on main streets, response time for a fire engine). 

Since these services are, at least in theory, gejierally available to the community at 
large, expenditures are financed by taxes imposed by the town, county, or school district on all 
citizens, or by debt which is serviced by such tax collections. The local official's popularity 
(and indeed, his ability to remain in office) depends upon his ability to satisfy the tax- 
payers' minimum expectations regarding service levels, while requesting few increases in 
revenue contribution from the taxpayers. 
«■ 

It is ilhportant to emphasize that this is not an environment which produces frequent stimuli 
to increases in service provision or to new services. (It is true that an official may in fact 
gam m popularity by creating "monuments" -schools, hospitals, etc., which enhance com- 
mumty pride. But it is unlikely that his popularity will continue to climb when the taxpay- 
ers begin to feel the pinch injposed by such good works,) In a relatively "traditional" society-- 
not famihar with rapid change - this depiction of a system which has significant disincentives 
to innovation is realistic. Moreover, the town official is limited not only. by the financial 
constraint imposed by the efficiency of the tax system and the town's debt capacity, but by 
another constraint consisting of his own political and administrative ability. 
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The decision t'orum tor changes in service provision is normally the city council; a very small 
number of people are directly involved in these decisions. For major new facilities requiring 
a nev^* debt issue, a community referendum is sometimes, but not always, required. Other 
than at election time, local representatives do not usually receive constant inputs from all 
segments of the community on the perceived quality of public services. *The important point 
to note here is that the few decision makers usually act in response to pressure trom a fairly 
limjted number of citizens. 

Faced with. a new demand tbr services, the official will look tlrst to expected increases in 
revenues, given no change in policy which would increase the iax burden on the population. 
Expected revenues may come from earmarked funds (water user charges, for example) or 
from general funds, supplied by property and sales taxes. Second, the official can make 
poHcy decisions which will yield new revenue for general purposes (from tax intreases) or 
for specific purposes (from new d^bt). Third, Jke official may seek revenue from, extraor- 
dinary sources, which will not place a burden on local taxpayers; federal and state assist- 
ance programs are an example. Within a service which bears a user charge, such as water 
supply, any increase in provision is compensated by the accompanying increase in revenue. 
Incrct^es in services like protection or street maintenance, financed from general revenues, 
are dependent on additional taxTevenue paid by the new citizens who receive the incre- 
mental addition to total s^ice provided. A new capital or facility expenditure, on the other 
hand, is financed by issuing a new debt instrument! The amouot of debt allowable depends 
for the most part on assessed property value in the town. 



INDUSTRY, POVERTY, AND SPENDING CONSTRAINTS 

Given these, constraints and behavioral characteristics, local government's options are signiji- 
cantlv affected by population growth and industrialization, if population increases, and if 
the new citizens are taxpayers, the town *s services can expand, particularly if land values rise 
and if jtew land is annexed- Two demands f or service increases other than from poffulation 
growth occur, however: these are demands felt from new industry and from previously de- 
prived sections of the population which have either suffered service deterioration or have 
never received services. In the latter case, it can be seen that, since no increase in land values 
or tax revenue occtirs. ipureasvd services or new capital investment requires more burden 
being placed on higher-income tax payers. In the case of new industry, capital investment 
which IS underta'-en to support the firm is usually undertaken with the expectation of 
amdrtizing it, directlv or indirectly, from the additional income expected through future tax 
resources. Ij it is expected that industry will contribute'more through payroll, and through 
property and income tax. than it requires in public expenditure, new industry can be seen 
bv local government as a way out of a boxed-in situation. Impediments to this expectation 
being realized arc discussed below. * « 
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Revenue Acquisition in Small Towns 

The town may take the following steps to produce additional revenues: 

1. It may reform the tax collection methods, providing more revenue per capita. 

2. It may require payment for services by specificallyMdentifiable users - for instance, 
by levying sewer as well as water fees. 

3. It may, as a matter of policy, risk a temporary deterioration in a conventional service 
in order to provide a new service from general revenues. 

4. It may carefully limit its debt, so that both conventional and new services might be 
provided from debt proceeds. 

5. It may annex high-income areas contiguous to the town, increasing tax revenue per 
capita for the town as a vi^le. 

6. It may actively k)licit state and federal assistance for new services. 




The TownyTaxation PoHcy 

If the town is to maximize its revenue from the existing tax structure, it must transform new 
mcome and changes in property value into tax receipts. If the town and county sacrifice tax 
revenue by giving tax holidays, by not periodically assessing property value, and by ifefusing 
to adjust tax rates and assessment ratios, than tliis revenue may be foregone. To the extent 
that iitdffstry is responsible for straining public facilities which require improvements, town 
officials may require industry to pay for the improvements through special assessments; this 
^ not often done, however. 

The practice of allowing tax holidays to new industry represents a sizable loss of funds (the 
return to this '^investment" is analyzed in Section IV.) For example, in South Carolina Town 
the second largest employer (650 eniployees), an4 loqated outside the city limits, was in 1966 
payuigS 74,301 in taxes to the county. During it« five year tax holiday, if the plant had had 
the same assessed value, it would h^ve beeft paying $50,789 of that amount in school taxes, 
but the county would have been giving up the remaining $23,512 for five years, or a total of 
$11 7,560. On another employer in S. C. Town, located inside the city limits and employing 
about 100, the city was giving up $9,535 per year during its tax holiday period, or a total of 
$47,675. The total revenue intake in 1967 was $386,000. 

The qolicy of state,. county, and town on these highly related matters - on the one hand, 
assessment currency, assessment ratios and tax rate, and on the other hand tax hohdays fof 
industry - is reflective of local philosophy, which may be criticized on social welfare grounds. 
First, raising taxes is an unpopular move for a town official, but if it \^ not done, those who 
have benefitted to a greater or lesser extent from progress are taxed inequitably, and revenues 
which may be used to mitigate social ills are not collected. Second, the assumption that in- 
dlustry brings only benefits and therefore should be "paid'* is illogical; only if a total assess- 
ment of the benefits and costs td the community of industry were made could an econom- 
ically rational decision to release industry from a tax burden be made. 

The largest portion of local revenues comes from the city property tax (with the second larg- 
est portion coming from i^bate^s from the locally-collected state sales tax.) Three policy 
variables affect the al)ility of the town to transform land values into tax revenue: 

1. All real property should be assessed tVequently, to produce i realistic market value 
figure. 

p. An assessment ratio, which varies by locality, is applied to the market value figure 
to/yield a "total asjiess^id property value/* 

100 lot ''millage rate**) is applied to the total assessed property value 



tv determine the tax bill 
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A town may theretore intluence its revenue by varying itb frequency of assessment, its assess- 
ment ratio, and its tax rate. The following^ table summarizes the performance of our four 
towns: 
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It was stressed by officials in all four locations that the local property t;^ sVstem seriously 
needed reform. Both small towns stated that a city*wide property reasalfssment was imminent. 
S C, Town Ulustrates that a low assessment ratio may be combined with a^high tax rate to 
have the overall effect of producing more revenue than a town with a higher assessment ratio. 
In colunvns (bl and (c), approximate I960 population is applied to colurnn (a) to yield an 
assessed property value, per capita* This shows that the combination of obsolete assessment % 
and assessment ratio yields significantly lower results in South Carolina than in Mississippi, It 
IS also notable that, althpugli tlxe smallest town had the least "wealth per capita" (column cl 
and the largest town the gi^test w ealth per capita, the sinali towns have higher effective tjirx 
rates than the larger. 
Annexation 

In addition to tax revenue and debt , aimexation a second method by which a tow n can ex- 
pand Its revenues; obviously, the section annexed must yield nujre revenue than it places in 
burden on the tow n. Therefore the annexation of a lugh-mcome area may view ed as a pn:»- 
gressive revenue-acquiring policy, wljere the annexation of a low income area is aAvetfare ges- 
ture. Taken together, the high mcume area mav yteld enough addithjMta! taxes t^^^pay tor t!ie 
service burden produced by the iow^mcome area annex:ttipa 

There is no significant legal constraint to annexation m'^UsSisstppt In South Carolina how- 
ever, the town must receive the wutten permission of 50 1 of the residen4s, and ' 5 of the 
landowners, m areas to be annexed. Both South Carolmaj cities have pursued a vigorous 
annexation policy, but have often failed m their efforts jin each ^ity^ the last annexation 
attempt has ended in the courts, delayed over technicalnijes raised by objecting residents of 
areas to be annc*xed. In Miss. Town, which has no such luTiitation. the government has aH 
nexed small areas almost ever\*year The mayor m Miss jC ity spoke of the diffit ulty involved 
in annex*ing low-income areas because of the net cost of ^sch an action He af said that he 
was not particularly anxious tor the town to continue growing in area, although tlm state- 
ment contlicted with his feeling that Uie growth of urban sprawl was pri^^abiv iru vitable 
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Debt: Willingness and Ability to Incur It 



Although tax rcventies^nd user charges can be expanded to cover operating expenditures 
and^unusual items which are relatively smalL most larger capital expenditures are financed 
by incurring new debt. ^ A town's debt policy • willingness and ability to incur debt - is 
subject to the limitations outlined above: legal, market, and psychological. 

Legal limits on debt vary betwe^^n states and sometimes within states. The follgwing table 
sliows thes^ limits tbr the Mississippi locations, wl^h are based on 15^, of assessed property 
value for geVieral obligation bonds and ZCf o for. industrial bonds. 



Towns ^ S.C. Town 
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Miss: City 


Year 


1967 . 


1965 
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Current Debt 


2.53:.000 


1,347,000 


2,3^3 i,000 


% Reached 




51.88 


17.70 



The smaller the town, the less likely that bonded debt will be used to cover capital expend- 
itures; federal assistance therefore becomesf the alternative, in this comparison between Miss. 
Town (roughly 12,000) and^Miss. City (47,000) there does not appear to be a/'market'^^pn- 
straint handicapping the relative abHity of the smaller town to issue debt; however, the smalP 
est town has no debt other than an EDA loan, and the generalization about the small town's 
difficulty holds. SX.pity, by contmt, has considerable debt outstanding, and is actively 
issuing more. Industrial revenue bonds were not legal in South Carolina until rectntly , 
and therefore do not apiear. Industrial revenue bonds provide an alternative to the donation 
of plant and infrastructcTre to industry , and in that sense economize resources. 

JRevenue policy: Summary 

Town growth, represented by an increasing population and number of industrial firms, pro- 
duces both an increase in need and in opportunities to add to revenues from which services 
can be provided. Much procedural refiJrm is needed, however Towns could better take ad- 
vantage of the revenue-producing benejits of industry by reforming assessment pfocedures^ 
increasing taxes, eliminating tax holidays, utilizing debt capacity to the extent possible, atid 
' annexing higher income neighborhoodk While it might seem that these changes would sini- 
•plv reduce the value of the town^s inC-entive 'fyatkage/* to industry, it appears instead that 
these ar^narginal factors from the f inn's perspective but major resource drains from the 
town s perspective. (See Section IV. ) Industrial revenue bonds can help towns provide in- 
centives to industrv without giving senices awav. Small towns seem to be revcnue llmtted 
both bv" problems in marketing bonds and bv low taxes 

^ Debt can be ussuined by the state, coanty , town or ^>chMot district On the luvol level, it is asuaOy uiidei 
taken m the form uf either revenue bond or general obhgation bond,, the fitsttategMn nuy be either 
industrial ur ngn irutustnal 
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INDUSTRIAL IMPACT ON SERVICE PROVISION 

It might be expected that4he additional income wliich a new firm brings to a town would 
provide an escape from tluj constraints described above. A survey of the four towns revealed 
the following major effects of industrialization on service provision: 

K A demand for public works, or "industrial infrastructure" prior to location. 

2* A strain on public works after location, requiring additions to capacity. 

3. The attraction of a labor force J:o locate in or near the town, resulting in increases in 
**household" public service demand. 

4. An increased tax revenue intake, allowing expansion of public services. 

Before attempting a calculation of the net effect of these factors, it is necessary to take a 
closer look at how industrial needs influence public works expenditures. The reasons why 
this happens are simply stated, and are set forth here with anecdotal support from the field 
studies. First, extensions of water and sewer systems are required for newly locating firms 
which locate on the outskirts of towns; they locate on the towns' outskirts either because 
of non-availability of land and l)igh land prices in the town, or because county taxes just 
outside the town boundaries are lower than the city taxes inside. The establishment of 
"industrial parks" is an expression of this phenomenon. Very few of the industrial firms in 
the towns surveyed wer« located within the city limits, with the exception of Mississippi 
City, the largest. Second, the Capacity of water and sewer systems in most small towns were 
not constructed with large wattr-usmg and effluent-producing industrial firms in mind. The 
stram which towns finally findi)n their public works systems canfluickly reach crisis pro- 
portions, as it did is S.C. Town. This can result in greatly increased spending, per capita, on 
"^"'-^-vrs^jter supply and sewer service than was common before.^ 

The appropriate analytical technique by which to support this hypothesis is a cross-sectional 
analysis which correlates public ser/ice spending in various categories with various manu- 
facturing variables. The only data source available appears to be the U.S. Census of Govern- 
ments, and differences in categories used for reporting expenditures by small towns weakens 
any experiment using this data. 

In addition, the time lags between dates for which manufacturing variables can be obtained 
(1950, 1960 CensM5) and the dates for service expenditu^ ( 1957, 1962, 1967) cast even * 
more doubt on tJie validity of any such experunent, sipK^ it is the lag between manufacturing^ 
^ growth and service expenditure which suggests a causal relationship. A third problem is that 
detailed spending data is only given for towns of over 10,000 in 1960, which eliminates many 
of the smaller towns for which the hypothesis is expected to hold. Recognizing these pro- 
blems, a small-scale analysis was nevertheless attempted, using the 33 cities in South Carolina 
aiid Mississippi for which the 1 960 Census of Population and 1 %2 Census of Governments 
provided data. , 



rhw of course, more true for large water-use firms than fur XV> average. At the other extreme, there are 
firms content to dig their own wells. A fair generalization would be that a suable percentage of manu- 
facturers mtluence towns to spend mote per capita on public works than they would have in the f inn's 
absence 
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DependeiU variables used were: ' 

1. Percent population change, 1 9501900 

: 2,. Total e,xpenditure pej^ capita in I9b2 

3* Per capita expenditure on water and sewer in 1962 

4. Per capita expenditiu^e on poHpe and fire protection, 1961 

5. Per capita expn?nditure on stre(^ts an# highways, 1^62 , 

6. Percent of Negroes migrating from the county containing the town, 1950-1960 

7. Percent of housing in town classified ''standard", percent change, 1950-1960 

8. Per capita expenditure on schools in county containing the town, 1962 

9. Debt per capita, 1962 ^ _ ^ 

10. Median family income per capita, 1960 . 

11. Intergovernmental revenue per capita, 19b2 

12* Percent population change, 1960-1965, estimate 

Independent variables used were: 

13* Percent change in manufacturing employment, 1950-1960 

14. Percent of total employment in manufacturing, 1960 

15* 1960 Population 

16. Median family income, 1960 

17. Per capita debt, 1962 

18. Per capita int^rgovernmentdl^revenue. 1962 
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Dependent Variable: 

1. Percent pop u hi tiop change. P>5Oh^(>0 , 

2. Total Expenditure per capita, 1962 



^3. Per Capita Expenditure on waicn 
and sewer, 1 962 

4. Per Capita Expenditure on police 
and fire protection, 1962 



5. Per Capita expenditure on streets 
and highvvif>'S, 1962 



6. Percent of Negroes migrating from 
the county containing the town, . 
195O1960 

7. Percent of housing in town classified 
**standard'\ percent change, 195O1960 



8* Per capita expenditure on schools in 
county containing the town, 1962 



9. Debt per capita, 1962 

10. Median family income per capita, 1960 

1 1 . intergovernmental revenue 

12. Percent population change, 19601965, 
estimate 



Significantly correllat^d with: ' 

Median Family Income, 1 960 Percent C-^-) 
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The fact that the manufacturing variables were not significant in many cases, and particularJy j 
il^ the case of pubhc works spending, js attributed to time lags. Where manufacturing was ^ 
significant-most strikingly in education spending, and housing improvement-it would be ex- 
pected that the eftect is felt through the infusion oi income into the private sector, and thence 
wWo phvafc housing improvements, and into school district tax collection subsequently s^ent 
on schools. Although a significant indication of the impact ofjndustry, this type of effect is 
quite different from the type hypothesized: a demand, or burden placed on tovyn or county 
spending by industry. Intergovernmental revenue proves to be another significant income typ- 
of determinant, showing the city's dependence on outside assistance. , 

The conclusions drawn from this experiment are: ^ 

1. Data was inadequate because of small sample, city size (tooTarge), wrong time lags, and 
inconsistent census reporting procedures. ^ * 

2. Despite these probelms, there are numerous indications that industry has had a significant 
income effect on spending in various categories. 

j 3. An important determinant of local spending, as previous studies showed, is intergovern- 
mental revenue. 

4, Further experiments should be conducted using Federal and state aid. city size, an income 
variable, and a manufacturing variable. ^ 

^ A number of analyses of the de^rminants of state and local expenditures have been coritocted. Glenn W. 
Fisher has expanded on Solomon Fabncant'^ 1952 work, and has used economic, demographic, and socio- 
political variables in an attempt to explain inter-state variations. These variables are: per cent of families with 
less than $2000 income 1959; yield of representative tax system, 1960 as per cent of U.S. average; population 
per square mUe, 1 960; per cent of population in urban places, 1960; per cent increase in population, 1950- 
1 960; index of tw© party competition; per cent of population over 25 with less than 5 year schooling, 1 960. 
The income, population density, and urbanization variables are similar to those used by Fabxicant. The income 
vanable was extremely significant in explaining levels of expenditure, both total and in particular categories, with 
demographic vanables adding to the results in some cases. Fisher, Gtenn W., Interstate Variation in State and 
Local Government Expenditure, NATIONAL TAX JOURNAL, Vol. XVII, No. 1, March, 1964 Fabricant 
Solomon, THE TREND OF GOVERNMENT ACTIVITY IN THE UNITED STATES SINCE 1900. New York; 
National Bureau of Economic Research, 1952. 

Seymour S^cks and Robert Harris conducted* the same type of experiment, adding federal aid to states and state 
aid to localities to the three basic variables ('density, urbanization, and income). The addition of the federal aid 
variable increased the amount of explained variation in total per capita^ expenditures from .532 to .813, and dra- 
maticaUy improved the results in the highway and welfare categories. For schools and hospitals, state aid increased 
the amount of explained variation. Both aid variables had higher beta weights than population density or per cent 
urban population in the total expenditure equation. Per capita income remained the most important determinant * 
after the aid variables were introduced. Sacks, Seymour, and Harris, Robert, The Determinants of State and 
Local Government Expenditures and Inter-governmental Flows of Funds, NATIONAL TAX JOURNAL Vol 
XVII, No. 1 , p. 75-84, March, J 964. 

James Henderson, in a recent paper, has moved beyond the methods used in the papers just discussed. Henderson 
specifies a community collective Welfare function and budget constraint, the former containing per capita personal 
income, per capita revenue received from federal and state governments, population, and public and pnvate 
expenditure levels. Welfare is then maximized, subject to the budget constraint. This formulation is then tested 
using regression analysis and county data for metropolitan and non-metropolitan areas, analyzing local expenditure 
and tax decisions. Results were significant, and the following findings were obtained. 

1. Non-metropolitan counties are more responsive to per capita income. 
. 2. Non-metropolitan counties have a relative niarginahincome preference for public over private expenditures 
and vice versa for metropolitan counties. 

3. Metropolitan counties are more responsive to intergovernmental revenue. 

4. Non-metropolitan counties' per capita loc^l expenditures decrease with population increments, and metro- 
politan counties increase with population. 

Henderson, James M., Local Government Expenditures: A Social Welfare Analysis, REVIEW OF ECONOMICS 
AND STATISTICS, Vol. L, No. 2, May, 1968. 

None of these studies considered the impact of industry, which is the basicgoal of this analysis; neither urban- 
ization nor population density is a reliable proxy for industnalization, since very large cities become decreasingly 
reliant on industry for employment. The applicability of the studies to ours is further limited by the fact that 
they do not examine city or town behavior but are concerned with local, county, and state expenditure, aggregated 
by state. They are useful however, in creating hypotheses as to which determinates used on this aggregate basis 
may be meaningful on the level of the city, 
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Despite the tailure of this experiment to show a significant causal relationship between manu- 
facturing growth and pubHc works spending, the towns studied did show <uch a relationship- 
existing, connecting manufacturing growth between 1950 and I960 and Uiter public wt)rks 
spending. ;^ , ^ ^ 

Percent of Total Employment in^amifacturing ^nk^ Trade Categories 
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The biggest manufacturing surge took place in South Carolina during that decade; yet Miss. 

Tovim started from the smallest manufacturing base, and would therefore be expected to* 

havetteen under .significant pressure, also. *^ ^ 

* \ 

The response of water and sewer spending' was as expected. S.C. Town underwent a m^r 
water supply expansion in 1966-'67 (this town's industrial surge gainetf in moraentum i\ 
196?).' S.C. City and Miss. Town show sfibstanlial increaSi^s in p^r capita water speeding in 
1962. The fact that per capita spending on water increased is n<itable; since re|urns to -scale 
are supposed to be substantial in water supply2 per capita increase is more sigmjScant than 
if only an increase in total expenditure on water had occurred, which could have been 
brought about by population growth. 
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^ Continued from previous page. ^ 
The variables examined in the studies fall into five basic classifications: need (economic and educational); 
resources; demographic (size, population growth rate, urbanization); financial assistance; and^ political party. 
Jhe last factor appeared not to be significant. ' ^ 
Financial assistance from the Federal government was shown to be particularly important by Sacks 
and Harris. 

Demographic variables did not add significantly to results in most cases, but these studies were not 
done on the metropolitan level. It is quite possible that city size has a significant bearing on expenditure 
levels, particularly where returns to scale are present. It is further pessiblc that the smaller towns being in- 
vestigated in this study have unique public service attributes, exclusive of the matter of scale. Urbanization 
and density do not become important in towns*6f this size, however. * , 

The need and resource variables were important both in the Fisher study, and in 3ur study. 

1 Source: jcENSUS OF POPULATION, 1950 and 1960, MISSISSIPPI AND SOUTH CAROLINA 
GENERAL SOCIAL AND ECONOMIC CHARACTERISTICS, U.S. Dept. of Conjmerce. 

^See the writings of Hirsch. Werner Z., and: Isard, Walter and Coughlin, Robert, MUNICIPAL COSTS AND 
REVENUES RESULTING FROM COMMUNITY GROWTH, op. cit. 
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The availability of E.D. A. grants and loans tor this expansion must be assumcU to be influ- 
ential tor industrial expansion decisions. It is notableT howeV«r, that s^eral large water-users 
had located in S.C.*Tfewn reportedly without realizing that water utfli&tion was close to ea- 

Jtity . The expansion project in this case was of a crisis management nature, rifti^jn* than 
orderly ^planning as a location incentive. Subsequently, a second rapid increase in injdustrial- 
ization occurred, yith the new water plant "sold" as an incentive. • j 

A major industrial influence in this public works category which is likdy to liKive a much 
greater effect iij the near future thaa has been felt to date is water pollution, v|hich was re- 
ported to be a significant problem in all towns studied. Authorities at the South- CaroHna 
Pollution Control Board described the water pollution in S,C^. Qity as **sevepe" dn^ that in 
S.C. Town slightly less so (due to a faster flowing river) bat still significant. Federal water 
policy will require large expehditures on pollution abatement by 1970.in the three of the 
four towns studied which are located on rivers. This topic was not a major item of con^^^n 
in the small S.C. town, but wiK worried about increasingly^,according to tjie size of the city. 

Iqjdustrial development sources interviewed did not show a great concern for tftis problem.* 

'■ * » *. 

. ,. ■ . ^ 

Non-Public-Works Efforts - > 

In addition to biasing per capita expenditure towarc^watei^and sewer expenditure, industry 
did seem to have other influences on the provision o^^rvices. First, the fgregoing cross-* 
secticffial analysis showed ^o^af expenditure per capita by to^ns to be coprellated with both 
manufacturing growth and intergovernmental revenue. This indicates an ov^-all increasejn 
welfare for a town industrializing, although it is unclear whether the biggest effect is felt 
>from the demand (burden) or supply (income) side of the service market. The cros^sectional 
analysis also slewed housing improvement correflated with growth in manufacturing emf^)loy- 
ment. This was supported by the field studies, in that sizable sMb-divisions containing houses 
in a $12J)00 to $25,000 price range had been recently built clost to manufacturing firms. ^ 
The results of this eqyation may be slightly misleading, in fhat-w/iat the dependent* variable 
represents is the proportion of the non-dilapitated to dilapitat^d housing. Therefore aftflu- 
ence in one segment of the population will produce an improvement in the ^;atio, de^pite^ . 
lack of progress on the part of a fixed and even slightly growing minority. If would never- 
theless be expected, however, that this positive trend might be accompanied by a declining 
unemployment rate, since a larger proportion of citizens have the income to live in adequate 
housing. * ' 

Education spending is shown to be correlated with manufacturing growth and also with pop- 
ulation size, which would indicate uoth a positive tax effect in all towns, and a handicap suf- 
fered by smaller towns. The latter may be a cultural phenomenon, in that the residents of 
larger clties*fnight be expected to' place a higher priority on education. It should be noted 
that school taxes are coUecte^ by a school district, and that this is the one property tax frojn 
which' industry is never exempted. 

Needs Unmet by Public Services 

The two previous discussions have shown how a local government and industrial firms act to 
influence the public service mix received by a town's population. The problems discussed 
in Sectidft II, regarding a 'segment of thie population which ha4$iad difficulty integrating into 
the new economic life of a Ipwn, are often largely unmet by alovyn's public services. JThe 
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major problem cited in Section 11 was that of making marginal groups employable. Reasops for their 
unemployability ranged from lack of education opportunity through poor housing, health, 
and acculturation, to lack of transportation (accessibility to jobs rand to management prac- 
tices and to the information System used in the labor market. Some of the, public service 
aspects of this problem are briefly discussed here. 

1. t JmatJofi improves in industrializing areas, as seen above. This development, how- 
ever, has not been sufficient regarding skill acquisition and employment motivation on the 
part^of many blacks, young and old. Therefore, supplemental training is needed. This is ^ 
seldom a local service function, and tfU^ lowest level of government providing it is usually 

the state. Present state systems tend nOt to be Completely relevant to the real problem pop- 
ulation, because of local resistance to programs needed to prepare for training those most 
unskilled. Tf^is is not to say ihat state vocational and technical schools ar-e not effective in- 
dustrial location incentives. , J 

2. Housing remains poor for sizable population segments in even the most prjaspcfous 
small towns. Little local or state money is devoted to this problem, because it is not an 
accepted local or state governmental function. . 

3. Health care improves with industrialization, but stays far behind the level of service\^ 
required to .provide equitable treatment to an entire city population. Outside the towns, the 
level of service declines rapidly. 

4. Transportation is not availa^ble to many poor rural residents. It is therefore difficult 
to move from a rural residence to a job in or near town, or to public service or welfare dis- 
tribution points. In Mississippi Town, it was found that rural residents were paying up to 

$5 for a round trip to the closestTood stamp center. y ^ 

5. Recreation facilities are found ifi very short ^pply, particularly for a black popu- 
lation who are excluded from privately provided facilities. ^ 7" 
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FEDERAL ASSISTANCE 



Given the problems described, in addition to instituting the reforms suggested, local govern- 
ment can apply tor federal did. There have been impediments to small towns doing this, 
however. Even in the relatively successful small towns studied, the following problems werk 
noted. Of the major programs of direct federal aid to small towns - OE Education grants, 
EDA public works assistance, OEO ''poverty" programs. Department of Labor training pro- 
grams (MDTA. CEP) and HUD urban planning and public housing programs - several are les^ 
easily instituted in a small southern town, and certain patterns seem to be common, regard- 
ing the sequence in which various programs are obtained. Aid to education is generally more 
welcomed%i SouthTI3!l!*na than in Mississippi it seemed, although there have initially been 
problems with certification due to alleged failure to meet desegregation standards. 

The other four programs perform in an interesting fashion in the towns surveyed. The EDA 
programs, requirmg extensive applications and usually long waiting periods (or processing, 
are neverthele.ss eagerly sought, usually after a strain has been placed on an existing water 
and sewer system \>y industry. There is usually', then, a crisis atmosphere surrounding the 
public works program, and it is viewed as one which will enhance further industrialization. 
It is significant to note that there is little local opposition to EDA assistance because the 
prograrfi does not aim at "social change." OEO programs, on the other hand, focus on dis- 
advantaged groups, iind call attention to social problems, and towns are wary. (Heads^art, 
of all OEO progra^Sr4»3y be the least threatening.) ^community action program (CAP) 
does tend to attract attention locally^ anS' sometimes is subject to local resistance. It is 
subject to resistance for the same reason it is extremely relevant to the problems in the area - 
it focuses on thevdistributional aspects of assistance and encourages community involve> 
ment. It was not found common for local government officials to be involved in CAP pro- 
grams; it was found, however, that prominent citizens outside government were often in 
advisory roles. The success of these programs seemed to be dependent on strong leadership,* 
particularly since the director hrfd to manage the programs for a period in which scimc com- 
munity elements (like the ne^paper) could rather slowly jnove from a defensive and crit- 
ical, through a neutral, to a moderately favoring position. ^ ^ 

Labor training programs such as MDTA did not seem to occupy^ the time or concern of local 
officials, although they were viewed with iVss hostility than were?the OEO programs. Most 
of the officials were willing to apply for HUD urban pranning assistalice, but only because 
certain dire needs harf'been recognized: housing deterioration, congestior). Officials dicf not 
like the ''total planning" aspects of HUD programs, becau^ they seemed to suggest that 
authorities outside tffe community would have a voice in dictating where townspeople would 

• * ' . * ■ 

Several general trends were noted: ^ * ! 

• I. Local officials generally wanted njore federal assistance arid saw themselves in roles ^ 
of convincing city councils, other leaders, and voters that more should be applied for. 

2. First programs lead to others. Yhe receipt of aid was viewed as ''success", and one 
success led to anbther. It alsq^eemed at least possible thatithe less controversial progranis 
(EDA) made locals(^iore willing to ask for others (HUD). 
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i>ellvery of Public Sen'ic^s and Assistance 

* ■ " ♦ * *• 

The precVdii-^g discussions have dealt, wi^h wliy pubHc seirvic^s are important, how success- 
ful local government has beeit in providing them, and What effect industrialization has had 
on servitje provision. We Ifavfe not yet discussed.a mosf important element of service pro- 
vision, which is the institutional form of service delivery. Federal agencies ^ave become in . 
creasiTigly cpYicerAed about the effectiveness" of methods by which their assistance is deliv- 
ered toTthe ''clientsy' for whom they are intended. A penetrating examination is now und,er-«^ 
way^ in/the federal goverrrment jvvitbin which the newer arid experimental "compli^hensive". • 
delivery systems such as Comntunity Action Programs, Concentrated Employ ment1*ro- 
grams, and Neighborhood Service Center Programs are being evaluated by comparison to 
the performance records'&foldej "categorical" programs Hmi\ed to singte assistantie-types 
witlnia a federal department, . ' ^ 

This evaluation Its relevant to the analysis at hand because our investigations in small towns 
have shown serious problems*in se^ide' delivery. "Categorical" programs from major fed- 
eral departments have traditionally dealt with the population througlj^the city sftid through 
state iRstitutions. State welfare departments, education departments, and local school 
boards receive' funds from the'Dcpartment of Health, Education, and Welfare; vocational 
education depai-tinents and state employment se£uiity-CQmmissions receive funds from the 
Departmejit of Labor; the city jgovernment aikTbusine^s establishmcnts*rcccivc assistance 
from EDA; even newer progranis, such as HUD's model c^y program, arc assbciatad clQsely 
with the mayor's office. The Existence of these IdcaJ administrative units raise sevcbil 
qinestions, from the federal government's standpoint: ^ 

4. 60 services get delivereid to the population inten,dfcd by the federal government? 

2. • Viewed in the aggregate, is this delivery system for federal programs the riiost cost- \ 
effective means possible? . • ^ 

' .■ - . . . ' 

The answer to th^^st question is dbsured by a j-eluctance on the p^art*of some federal! pro- 
grams to specify target population: let us assume tftat this is the poor ^defined in some , 
operational sense. Next, there is a serious lack of data normally gathered which would 
enable an evaluation of how services^are provided to this target population. For instance, ^ 
employment security commissions recprd the peKcentage of referrals placed as a performance 
criterion. This statistic tells nothing about what employment counselling services are pro- 
vided to what type of people. Funds can therefore be allo(?ated to a state t S without hav- 
ing a great^Weal of evaluatfti^ and monitoring capacity; federal goal attainment regarding a 
target populatio.n is almost impossible to evaluate. * ^ 

. * 

, Once these goal specificatiom and data problems are recognized, there remain at least two 
majqr reasons why federal goals may notl)e met through a categorical pfogram^s use of 

• local institutions as delivery systems. « First, local beliefs and cultural patterns willt)bviously 
affect the performance of the local deH/ery unit. The use of federal assistance t?r education 
funds is the best-known instanqe of how'local segregation patterns can impede the delivery . 
of assistance to an intended recipient. It is increasingly argued that representation On a 
governing board by members of the target population will help to assure that local biases 
will not impede service delivery! Since in the South it might be difficult to achieve this 
with established institutions, the solutioh used by' "comprehensive" organizations like the 
CAP| is to w^)rl§'*wr5/</e estabhshed institutions, as far as a governing board is concerned. 
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Second, to the extent to which segments gf the population have multiple problems, £/// of 
them must orten bLyrccfted to have anj{ real effect. For instance, if an individual has a 
'serious health probl|m and also lacks skills relevifrit to jobs available, the treatment of 
c\t\KT problem ^krtfe will not result ig the employment of the individual. The impact of • 
federal assistanceA)n the employment otVthe individual defiends, |hen, on huw two locaf 
agencies coordinate and^func^ion-the county health oftlce, and, say, the state vocational,* 
education school Tec^iv|naffedeml assistance under the MDTA. If belief its are to»^e received 
from tlie involveWcnt of nther agency, the cli^jnt must be4re<ited by both.* It is apparent that 
the more probleins a multi-probiem client possesses, the less likely it is chat all agencie^s w,ill 
Ifind the individjrfal. A "'one-stop'' service centerls the answer recently p|roposed to thi^ 
(problem. „ ^ ^ T 

In answering question No. 2, all the concerns discussed above become icnportant, as do sev- 
eral new cor\^d^i^tioi4. First, a benefit-cost evaluation should iteniiie b^ntjfit and cost 
elements as follows^ ^ ' 

Benefits: • ^ , ' ' 

1. Number of tai^ef popukition receiving service. \ 
2«^Number of multi-problem clients receiving services on a// problems. Combining these 

into one benefit calculation: , ' 

1. Number of target population receiving seo^ice, where multi-problem clients must * 

receive all services. * ■ % ^ * # 

: . - 

To make this benefit definition operational, one must further define two^terrhs: j ^ 
Target population: option^ here can include:* anyone who walks in the door; registexed^un- 
^empfoyed; unenlploye^ and underemployed; black hard-core unemployed; etc. The further 
the agency reaches tov/afd thef hard-core unemployed [population, the more ambitious the 
agency become^, and thp more it risks not attaining the volume of benefits hoped for. 
Receiving service: Does a client reteive a service from the employment security commission 
at the point where he is recorded" as unemployed, when he is tested and counselled, or when 
he is placed in a job? . , /* 

It seems r^sonarble, gi^en the magnitude of and federal concern for the more extreme pov- 
erty problems in this country, to adopt the more ambitious, higher risk goal of a hard-core 
unemployed (predominantly black) target pApulation..#R.egarding skill training, employment^* 
would sd6m the appropriate mark of service delivery. Considering the difficulty of obtaining, 
data on other services, some would suggest the acceptance 6f ^mploymejit alone as proqf 
that the otheiiproblems had bpen taken care of. (This Is not sufficient, however, since: £ven 
if good data were available on how long a client stays oo thj|job (amDre relevant criterion) 
it will not be clear v^^hat job and wage upgrading will be possiblfe, whether problems at hmne 
will prevent his family from breaking out oVthe cycle, and so on:*thevmajor problem is tne 
time delay^ between service delivery and evidence oftsuccess. (There has been enough time to 
see the results from* the older categorical programs, and the evidence in Section II would 
indicate that assistance provided to southerp^acki? under that system did not succeed in ^ 
employing them.) Remen\bpring the assumption^that multi-problem clients must rcijeive 
services Relevant to all afflictions, then, we^fnust rec^frd the attainment of this sub-goal by 
measuring the client's ^^performance" in certain categories against some standard: illnesses 
cured, stills learned (tested), children enrolled (in day-care or headsrarf, etc.K ' , 



r 



Costs / ^ ' ' * . 

Tuniijig to the cost side, there are several important elements: 

1. ^ t'ost establishing and operating a scr\'ice outlet af some minimum level, (fixed • 
cost-administrative) * • * ' - ' 

2. Cgst of provldiftg seBvice t^a client (average variable cost). * " 

As au example, under ^ catelgorica! system, costs would appear as follows (only costs to.tlve 
federal government are considered, to be conservative; it is assum'ed that local institutions, 
if fundcd.pugrjtially by state Aid partfally 6y federal funding, perform state-specific functions 
as well as those in which tne federal government takesjin interest.) Only twoy^rvices are 
used in tffc example found on ttic next page. • ^ / 
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Tlfc^benefit/cost ratio is calculated as follows: 4 * ^ 

Benefits: E (employment o<r Mack) . 

h (health service provided to black) . . • ^ • 

Eh (employmei)! and health service for .V£///K\fndividual requiHng both) 

Costs: a (fixed cost-skill training) - ' ' '\ 

<^ (variab)e cost-skill training) 
•~ ~ b (fixed cost-health service)x i \ C' 

variable cost-health servicCj^ - >^ * * 1 * 1 

B - E -Hi + Eh 



C a+K+b+» 



Note several properties of this function ^ ' ^ * , 

1. Fixed and variable costs fpr each service may Increase, bqf^if'employment does not 
result, the benefit numerator does not increase, except to' the extent that health service is 
provided. (This property depends solely on the employ mlenKcriterion„and this variable is 
the only actual service performance variable ig the function.) Since E and Eh do not increase 
unless^ client is employed, this makes the size of the B/C r^tro^p_artic,ulariy_ dependent upon 
thi^provision of both services to the population^segment Requiring them both, and upon the 
quality of the skill-training pro-am. . ^ 

, 2.*^ The probability oif 'Eh being fulfilled will decline as the number of problems for any. 
individual increases, brlogic. The probabUity, P(E)>P(Eh); similarly, P(Eh)>E(Ehx) r 
P(Ehxy), etc. . Furthermore, it can be obsetve,d that the more disadvantaged the fargct pop- 
ulation, the more mCiltiplp-problem clients'^ili be encountered. ^ ; 

3. The^ mo^;e disadvantaged the target populatiorn, tKe higher iWill likely be the marginal 
and average variable cost per enrollee, due to xhe additional time required within one servi<^e 
category alone to treat a client. • ' * ' \ 

4. Baaed on 1 , 2, and 3,, th^ more disadvantaged the population, the larger wiil be that 
portion ot t)\e target population requiring Eh, higher will be<< and*, and therefore the lower' 
the B/C ratio) ^ * * 

"Comprehensive" programs havfr brought several new dimensions to this problem. They pro- 
vide a referral service, so that all of the cliertt's problems ate recorded, and renledies pre- 
scribed. The comprehensive program does hot try to treat all prorfems identified, but rather 
"refers" clien^to other, existing agencie^s, for many problems. Sometbnes, it bring* ^ot only 
such a coordinaflfTg mechanism but also Additional funds for achieving a particular goal: for 
instance, a CEP might be given^2 milliori to place 1000 hard-core unemployed in jobs with- 
in 15 months. * ^ ^ 
* ■ • - ■ » 

♦ 

Ignoring such goals imposed on the newer coordinative programarit is important to be able 
to justify the "linkage" between categorical programs which sudh a new institution provides. 
First, it seems obvious from the above example that, by raising the probability, of Eh, with 
and 2f rising irrespective of E and E^ the link can help produce a higher benefit/cost ratio 
from a federal assistance program. Critics of^the "linkage", however, claim that the new u 
institution is "excess baggage", implying a highir adni iistrative cost. This added cost adds . 
another term to the benefit/ cost calculation: 

\ 
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E t h Eh 

where e = additional fixed administrative cost and€*= additional variable actmmstrative jwjst. 
In evajuating categorical vs. comprehensive programs,. therefore, the comparison is: * 

* > E h -t- igh * E-t-h-t-Eh / ^^ 

The comparison stated in this way will depend upon how the added costi, eA cpmpafe to 
the higher probability of E, h, ^d particutarly Eh occurring. 
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•Nowva new dii»icnsivy;i will be added. Assume that" the actual uncinploynicnt rate (olTicial 
plus uncounted and non-registered) is \ iy/f. Also assume a minimum acceptable federal goal 
is to loWer this id . The comparison between the categorical and tire comprehensive al- 
ternativctK no longer takes the form of comparing B/C ratios.* A fixed benefit level is required," 
and the goal now is to hiinimi/e cost, 'fhis is a signifiJkntly different problem, the 
characteristics of the poverfy situation. Advocates of comprehensive systems will argue- in- 
tuitively that categorical programs^ supplied through established state and local agencies have 
not in the past ;ittained the^oal (see Section H.) Rurthermore, there may be a local political 
constraint ta achieving the goal through thes^ agencies; this constraint may be removable by 
money and time, but the urgency of the problem woulcJ^^uggjiSiLother solutions in the mean- 
time. . * ^ ^ 

If the multi-problem consideration is tak?n seriously, the fact remains that comprehensive 
programs are the only existing means for*Veeording and tracnng the problems of a single client, 
tn other words, if an evaluation even remotely resembling the one above is to be dofiK^. the 
only way it can be performed is by utilizing the data collected frdun linkage programs. The 
act of collecting data on individual clients from the county health office, the state health 
office, the local school board, the state employment security commission, etc., and assembling 
client profiles wottld itself represent the formation of ^coordinating agency. Thre6 critical 
roles are performed by fhe comprehensive pro^j^ims: they collect and ajialyze informatiop, 
make refefrals, and*involve local participation. It shoujd be pointed out that the CAP'S, tlfe 
CEB's, and the NSP's have been experiipental while they have been costly. They have per- 
fo/rned operational functions as well as the three abov^. A conceivable outgrowth of these 
experiments might be a single linkage-type program acting as a separate^ntake for clients, 
and referring them to the^Other agencies for sem^Jes, without having any *'operating ' functions. 

Another way of cutting cdsts would be toj*educe administrative superstrutjtture at the federal 
level. Often, because linkage institutions are created in! target neighborhoods, coordinating 
institutions are created at higher levels (stat^^gional, n^ional) to monitor the lower level 
comprehensive units. This phenomenon is also criticized as being aA excess, e.g. unnecessary, 
cost. (Under the extreme alternative system which would give all federal funds to states, 
there would presumably have to be 3 sizable linkage institution at the s^ate level; note how- 
ever, that the only justification for a linkage given thus far in this discussion has been at 
the local level, where clients are analyzed.) ^^'^^-^ 

Community ParticiDation ' ^ ^ 

The discusshi^n to date has purposely not dealt with one of the most-emphasized character- 
istics of the hewer programs: the iiwolvement of the targel population. Blacks in .^mall 
southern towns have not played majoi:s^e^ion-making roles within local school boards and 
local employment services. It has been argued that if any assistance program is going to 
have the desired remedial effect on the black population, the formulation of it must be in- 
fluenced by blacks. Using this success criterion, the categorical programs asadministeredin 
the past fail by definition* 



95 

0107 ' 



EDA and Service Delivery :^ 

* The implications of thh discussion for Et>A are major. * tDA 'has hadj^ less contact with 
the real client population - the pqpr - than any of the other agencies mentioned above, ' This ^ 
is inherent in the nature of the^EDA uzsistance, which is provided to designatid rural jareas 
and firms. The areas receiving assistance are designated on grounds of hw income and h^^ ** 
unemployment; but there is no htechanism byis^hich the poor as d groups benefit immediately 
and directly ffom grants and loans ta district and area bodies. The success^ f ED A^prdgrams, 
however, is dependent on the same multi-problem consideratto(is>described above, andpn * 
the ways in which local agencies /upctton. isjherefore almOstlmpOssible for^DA djstHct \ 
staffs to predict the employment impact on a disadvakiaged population without corismering f, 
the effectiveness of other service provision units, ^ . * ^ * 

. • V ^ . ■ 

Aside from EDA 's dependency on other programs, ED4 pl^iys a critical role in the success % 
of the others. If employment opportunities are not present, the pqor hannot ever hope tg^main-' 
tain themselves. Through coordination with^other service units, therefore, and particularly 
with comprehensive program^, EDA can best allocate its resources. The policy-implications 
\)f this service provision and coordi^uiti&n problem are covered in Section V!^ 

- ■ % L ■ ^ 
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SUMMARY - PUBLIC SERVICES. AND ASSISTANCE 

Sections 1 andTI, in discussing the patterns of growth experienced by small towns, noted the 
tendency of. new industry to attract residents of a surroundmg county hinterland. Some of 
these relocate within the city limits, and others remain on farms from which Ihey commute. 
As the town grows,-, there develops a sizable Ne>gTO sect^n in whfch reside many of the under- 
employed and unemployed in the area. Public services, which are strained by iridustrial 
expansion, are also required b^ the poorer sections of town. Services required range from 
.conventional water ^nd sewer facilities to employment-facilitating services such as training, 
orientation, and day-care; housing is almost always poor. * 

This in-town blight Appears quite unexpectedly to the local official, akhough^its growth has 
been gradual The wholesale "opening" of the town to new people (accompanying the new 
employers) raises town awareness of the problem. However,' thj^ l6cal official does not make 
decisions within a political structure where he rjeeds to be particularly responsive to these * 
problems. Furthermore, local revenue intake makes it very difficult for the town to signifi- 
cantly expand services particularly to .areas which cannot pay taxes. Local financial procer 
dures further handicap-service provisiop by sacrificing revenue in var^s ways. Much of the 
sacrifice is due to industry's demands for tax holidays and free services. In addition, Hxidustry 
puts a strain on many town facilitjes^ which may often be out of proportion to the revenue 
the town's public coffers are able to collect. {There is no question that the private sector, 
including individual, employees, benefits sigmficwtty from industry). 

t v.. 

Facing this re^urce problem, and a rapidly increasing need for services, the town requests 
federal assistance. This assistance has been customarily channelled through local agencies, 
however, which may not completely share federal goals. Unless agreement is reached on 
exactly who the target population should be, lanb '^infomf^tion linkage'' units developed 
which can record and evaluate both needs and program impact, it,is unlikely that federal 
assistance funds \vill accomplish their objectives, at least at an acceptable cost. 



r 



4 < 



97 



0109 



Sl^ON IV 
THE SUBSIDIZATION OF GROWTH CENTERS 
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IV, INTRODUCTION 

The subsidization of growth centers is discussed in its two basic elements: incentives to 
industrial location, and assistance given for social programs. The point of view taken here 
is that all forms of assistance provided a town, from both state and federal sources, should 
be coordinated to achieve some agreed-upon goal. The goal assumed here is the growth 
center goal-set dealt with throughout this study: provision of a service and employment 
base for an increasing number of peopte, with an emphasis on providing for residents in slow 
growth and lo^ opportunity^seotions of the town's hinterland. Therefore, the tax holiday 
provided by the state, the new water supply system, and the public housing project are all 
used to obtain the same end. (The political problems involve'd are purposely ignored in 
this section, in order to develop an argument, but are acknowledged' in the last section of 
the report.) ^ 

Local, County, and State Subsidization of Industrial Location 

The Market for Industry ~ — — 

First, it is important to realize what the viewpoint of the small town is on industrialization. 
The town marshalls state and federal resources to achieve a goal, and the process within 
. which town and firm bargain is seldom understood. 

Just as firms in one labor market vie for the services of that area's labor forces, towns com- , 
pete with one another for new industry. In rur^l areas, firms rarely purchase an industrial 
site without first making contact with the local community and there is scarcely a town 
which does not have an active industrial development committee or commision to welcome 



ngtepective industrialists. These committees not only serve the important public relations 
fflmcticAi of "selling" the town to the interested parties, but they^e often empowered to 
offer special inducements in the form of tax rebates, low cost lano'and building or special 
public services. Many of these inducements are granted as a matter of course under existing 
state legislation, but many others are discretionary on the town's part. 

Firms that ale considering relocation or establishiri| a branch plant generally survey a num- 
^>er of different sites and weigh each site according to a number of criteria, and a not insig- 
nificant weight is placed on the type of explicit offer made by each community. 

It seems unusual to treat this seemingly natural act of site selection as the culmination of a 
market process l?ut it is entirely appropriate. Towns act to maximize their utility by attract- 
ing new income-earning.opportunities through special inducements. Profit maximizing firms 
supply the income earning opportunities to the most attractive community. Clearly the level 
of inducement can only be one element in the firm's decision calculus, but as the differ- 
ences between alternative sites narrow,, the level of discretionary incentives weighs increas- 
ingly heavy. 

The most notable characteristic of this market is its lack of conformity to the standard com- 
petitive market of neo-classical economics. Neither the package of inducements nor the 
quantity of new industry have perfectly divisible units of measurement. Moreover, the item 
that is ''purchased", so to speak, by the community is a public good in the classical sense. 
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jDnce a new industry^j^gpiis its doort,vjob opportunities are open to all residents (and even 
non-residents) and not simply to the taxpayers who in effect paid for the inducements. 



Just as firms vie for the services of labor, towns vigorbusly compete for new industry* 'Firms 
seeking to relocate or establish branch plants choose between a number of implicit "offers'*, ^ 
selecting that *'offer'' which best serves the interests of the firm. Tl?»liJirkpt for inHnQtrv 
is similar to the market for labor in one other important respect 
meet the requirements of the perfectly competitive modek 



uuuqi ^ 

Thwiarket for industry 
it?4oo, does not always 



The limitations of treating new industry as a commodity are obvious but the usefulness of treat- 
ing subsidies as one part of a town's package offer and asking how prices arc determined frbm 
city to city is obvious/ It is not the purpose of this study to provide a model from which one 
could draw normative conclusions - i.e., that a given town's pric,e is "too high". Instead, we 
simply outline a model that will illuminatethe behavioral properties of this market system. 
In particular, our discussion will concentrate on the properties of the market which tend to 
vary according to the size of the town. ^ • 



The Beneufs to the Town 



Towns essentially bid for a stream of income which will be earned by the local, immobile 
factors of production - typically, labor and land - once they are employed either by the 
new industry or by the existing employers who'&re enjoying the fruits of the multiplier 
effect. It is clear that such a benefit to the town can be strictly pecuniary and not necess- 
arily a social benefit to the nation. To the extent that jobs also bring greater social and pol- 
itical stability - whether by keeping people's time occupied, giving people a sense of pride 
and identity, maintaining their contact with reality, or simply making them acceptable to 
the rest of society - industry may bring social gains to a town in addition to the streams of 
income generated. If one town's gain is simply another's loss, the nation as a whole is no 
better off with the relocation. The absence of any social benefit, however, does not prevent 
towns from competing for the new industry. 

. * f 

If land were the only immobile factor, the bene^ts from new industry would be measured 
by the increased land rents accruing from thin£ikdemand for industrial and residential 
sites. Land is not, however, the only immobile factor. 

The benefits to a town of additional industry are: ^ 

L| Increased land rents accruing from the new demand for industrial and residential 

2. Increased real earnings of the labor^force, both directly through payments by the 
new industry and iftdirectly through the niultiplier effects of thbse payments. 

3. Increased earnings from hitherto unused existing capital, such as unoccupied build- 
ings. ~ , ; 

4. Psychological/social/political benefits derived from finding work (and thus pride). 

These gains are gains to the town, ^xt not to the national society except for the extent to 
which capital and labor are immobile and initially unemployed in one area but not in an- 
other.^Even within the town, it is the injmobility of econoi]hic factors which theoretically 
should be mobile which jgives rise to benefit. Labor, and esf|)ecially rural labor, has been re- 
luctant to exploit opportunities in labor-deficit areas when such areas are far from home.* 
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J^ack of information about job opportunities is no doubt partially responsible, but rational 
considerations such as small equiTy holdings which cannot be* easily released and a preference 
for the rural way of life are also important factors. Thus, the wages of fermerly unemployed 
and underemployed workers who find employment as a result of new inaustry are included 
in the stream of benefits accruing to the town. Capital is generally considered a per^ctly * 
mobile factor, which implies that the town residents will not reap any surplus profits from 
an investment in local industry as compared with an investment irf industry iaany other 
town: If a town owns an unoccupied building, the rent which accrues jointly to the land and 
the building would be considered a benefit frpm^the point of view of the town. 

^ ^* 

The Distribution of Benefits ^ :v 

4 

New industry does not only^bring a particular level of pecuniary benefits to a town but also 
a specific pattern in the distribution of those benefits. A highly capital intensive industry , 
may haveliigh rents for land and\)nly modesNgmployment for unskilled labor (especially 
after construction is completed) while a labor intensive firm could bring just the reverse.' It 
.is possible that the total level of benefits is the s^me for both industries but the two sets of 
beneficiaries are clearly separated and this fact has considerable impact on hov/ the loaal 
political process is apt to evaluatte the ''total benefits*' - i.e.. level and distribution - among 
various industries. ^ ^ 

Benefits - Private or Public Good ^ ^ 

One of the interesting features of the industry market is that the commodity that the^own 
purchases has few of the properties of | priVately traded good. First, the town cannot wholly 
internalize the benefits of new indu^ry. Xne new firm might hire labor living outside the 
city limits or even outside the county area; the land where value increases may be owned by 
non-residents; second, resident employees of the industry may spend their wages outside the 
area. The town cannot legally exclude anyone from enjoying the benefits associated with 
new industry : Local governments are even restrained from taxing the beneficiaries in pro- 
portion to the benefits received. Since the benefits of the good are clearly finite, new indus- 
try does not meet th$ requirements of the classic public good. But it still lacks the essential 
properties of a private good. ' ^ 

This **publicness** of benefits and the fact that ne^\' industry is generally offered in fairly 
large incremerits make the town government the logical provider of new industry since of 
all the possible local groupings of beneficiaries, it cpmes closest to being abf^ to internalize 
all the benefits through its limited process oftaxanon, A small group of unemployed and 
unskilled v.'crkers cannot easily import new employment into the commimity. A large 
group of unemployed unskilled Igbor is more^ likely to succeed but as we shall show, has 
little effective political power toao so. 

A fact seldom considered by the town receiving the income benefits of industry is that 
"negative benefits" accompany the positive. The most striking social cost to the town im- 
posed by industry is water pollution, which in most of the towns studied has reached serious 
proportions. The concern for this problem shown by town governments is after the fact. 
Since industry is primarily responsible, the weak position taken by local government suggests 
that the absence of water pollution control is one form of industrial incentive. 
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The Components of the Package which TownslDffer to Industry ; 

The town bidding for industry, a scarce good, offers a **package" of benefits to the firm. 
Some of these benefit components may represent costs to the town, while others may not. 
Towns differ in both ability and willingness to offer industry this package. The package in 
aH>^jowis can be viewed as containing essentially the same four cdmponents, although the 
/quaH^and value of each component varies widely between towns. 

factors Exbgetious to the Town 's-Control 

An important part of what a town is able to offer industry is beyond the town's control. Its 
location^^limate, and natural resources are endowments*^hich may be vitally desirable to 
industiy. Industry, faced with a decision between locating in a town offering a cash subsidy ' 
and locating in a town endowed with attractive natural resources but offering*no subsidy might 
choose in favor of the latter if the endowments fSr exceeded the subsidy in value. In a ve^ 
real sense, natural factors are treatedlri a competitive situation by industry as a part of the 
supply price. The town incurs not pecuniary €ut merely opportunity costs. The value of the 
offer is measured by the benefits brought by the best industry which the town could secure 
by expending part of its natural endowonents, and wherever these natural factors retain the 
character of a public good - e.g. climate or proximity to a Metropolitan area the town 
need not even ration those resources among prospective industries. 

State and other public programs which may be applied to the town and which will benefit 
industry (state training grar^t, state industrial bond law) may be viewed as exogenous inputs 
to the package. Naturally, if the application of these programs require inputs of local offic- 
ials' time, the cost of their time must be included ^n a later category. , . ^ 

Factors Under the Town *s Control But Not Strictly Monetary ^ 

The town is often requested by industiy to provide inffastnactural facilities: sewer and 
water lines, sp^i;^ roads, industrial land, and so on. These services must J^e regarded as a 
part of the town^fer. It is common practice in the towns surveyccOto extend water and * 
sewer lines to a neW industrial site at no cost to the firm. Infrastructure may have beei\ con- 
structed before the firm considers location; towns build industrial parks and construct high- 
capacity water supply plants with the intention of attracting industry. 

The town is also able to make other non-financial offers to industry. It may agree to resist 
the entry of other firms which wquld employ the same type of labor, thus guaranteeing the 
first firm's control over the labor market. It may promise to actively c^fcse the coming of 
unions. These offers of a "favorable community attitude" to industry^r to a particular , 
firm are valued by industry as part 6f the town package, and are often cited by industry as / 
reasons for locating. a * . * 

Factors Endogenous to the Town But Usually Not Within the Town 's Policy Control 

Industry views the town's package as including a great number of "amenity" characteristics, 
the quantity and quality of which are usually a function of the towft's size, and range of 
commercial activity. Bowling alleys, churches, and shopping facilities be attractive to i 
industry, but ca^ot usually be constructed by an-indUstry-hunting groupl These elements 
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of the package are simply present, and industry may or may not accept them as reason to • 
locate. * y 

In the same category are the size and skill characteristics'of the available labor pool. This 
part of the package has been.extreniely important in the firm's location decision. Larg^ 
cities are able to offer a significantly larger and more diverse labor pool than the smalrtoivn. 
The small town often has the advantage of offering a sfHalle^ supply of cheaper, non-union 
labor, which may not^be highly trained, but which the firm /"eels more confident of being 
able to employ profitably, as one of very few employers* Ou?-analysis stresses the impor- 
tance of reforming the labor market information structure so that a labor force can be 
activel^ marketed. 

X • / ■ 

Monetary Factors ^ 

Finely, the town is able to complete its offer with a range of monetary incentives to indus- 
try. The financial incentives offer the greatest flexibility since they are almost wholly dis- 
cretionary and require little advance preparation. These incentives serve to lower the firm's 
c^s; in fact, all factors in the package do, but monetary incei^ives are most direct and pre- 
dictable in their cost-lowering implications. Towns offer property tax rrtoratoriums lasting 
a number of years, cash, land or building subsidies, industrial bond financing of plant, and 

other legal and extra-legal incentives to locate. ^ - 

% 

Bargaining * . ^ • , i* 

Bnjrgaining is carried on directly and secretly between a to\Vn (or its representative) and a 
firm. The town believes that it is competing with many other towns. It does not know what 
prices rival towns are offering. Nor does it know what other industries it might be able to 
bid for as alternatives. Firms, on the oth^hand, know the prices offered and also realize^ 
that t\it town lacks information on the demand side of the market. They are already in an 
oligopolistic positiqn because of their product and the number of its sellers. The secrecy of 
the bargaining process and the information structure of that process strengthen the' oligo- 
polistic position of the firm. As a result Hnns receive prices which may be ftr higher than the 
price at the margin which would be sufficient to induce their locational shift. The fact that 
local and ^ftate governments are limited by law in the package deals and prices they suppos- 
edly can offer, does nbt restrain Ihis oligopolistic pricing. I^eports of under-the-Counter 
deals betvfeen towns, and their industries are sufficiently abundant to suggest that the price 
actually paid by towns is definitely ffigher than the legal limits would indicate. ^ 

SUBSIDIZATIQN AS A POyCY INSTRUMENT . 

Within the market structure describedithus far, the incentil^e instruments are those aimed at 
industrial location. Although our inteirest lies ultimately in examining all incentives to 
growth, not restricted to industrial iM^tion, it is iirst instructive to evaluate the location 
incentives alone in order to place ^itenv in prospective. The following diii^Ssion accomplishes 
this. ^ ^ ^ 

One of the major policy instruments which influences industrialization of rural towns is 
subsidies to business firms. These instruments are widely used by state ahdJocal govern- 
ments to induqe industry to move to their areas and c^ccasionally used to indtlde indigenous 
firms to expand in the same location. ^ T 

i 

/ 

105 



- 0115 



A 



We will first study the effects of various incentives and sfubsidy programs on both a the- 
oretical and empirical IpveL After a description and classification of different schemes, the 
overall effectiveness of incentives and subsidies will be discussed. The initial question to be 
answered in this section is "Are firms attracted by these.pro^ams?'' After this, the i.alue 
of incentive and subsidy programs will be discussed. First, the costs and benefits to town? 
and states will be discussed. Then the costs and benefits to the nation will be examined. It 
will be shown that there are important (^flicts between local and national views of ^hese\ 
programs. The situation is similar to the dase-of external diseconomies. ; 

The next section will discusslhe best methods of subsidization of industry. Issues discussed 
will inchide who should administer incentives and subsidies - whetherit should be done by 
the fede^^^ government, state governments, or local^overnments, whether sujbsidies should.be 
related to capital or labor, anS which types subsidies lock firms in. This section does not 
treat subsidies as a whole, but rather comparesL^ar^ous types as to their differential effects. 
* Not only are some types more effective than others, but different types of subsidies attract 
different types of firms. - * . 

After this discussion,^certain alternative ways of usin§ government resources will be consid- 
ered. Aiding'expansion of firms in the same location, and the alternative of subsidjzing labor 
f migration will be tjjjiefly considered. * ^ III * 

v-Oescription of Jncentive and Subsidy Plans ^ \ 

A large number of methods to subsidize industry sd as to influence its location have been 
used in the United States. Most have beftn administered by local and sfate governments, 
and by private development corporations associated with these governments. While the 
federal government has few programs which directly influence location, it pays the bill 
for ^any of the state and local pjogranjs through its tax-exemption on municipal bonds. 
' As an introduction to the policies of subsidization, the various tyflbs of subsidies w^ll be 
described here. Methods will be classified with regard to economic-impact rather than legal 
Characteristics, since the former is the key to poHcy recommendations. \ 



Ong very commonly used type of subsidy is the property tax exemption. Localities typ- • 
icaily grint peW firms an exemption froiii property taxes of 5, IQ, or 15 years. The average 
of all exemptions is 9 years. In ntany communH^es, where tax exemptions are prohibited 
by law, informal agreements are made with firms^hat taxes will be kept 1^ thr^iugh low 
assessments. Of course, both legal and illegal propferty tax exemptions (or rather reductions 
in the illegal case)'*have the same economic impact.yThey both have a^'^dominant effect ^ 
on a buJiness firm/s fixed costs. A tax on the value of a firm'* land and buildings does not 
vary with output in the short run, and is thus considered a fixed eost. Pr6perty taxes on 
inventories do vary with output to some extent, but not proportionally. AsfOJ^tput (gind 
sales) grow, inventory becomes a smaller proportion of it. Thus th^property tax on inven- 
tories is partly a fixed cost and'partly a variable cost. In sum, we can say that the property * 
tax exemption is a subsidy that prinjarily affects fixed co$ts. 




A secoi^.d categpry of tax concessions is an exemption from state corporation income taxes. 
As not all states have corporation income takes at the present time, this ificfentive cannot 
always be offered. This differs^'significantly from the property tax exemption in impact as 
*it does not affect the firm's fixed costs. This tax comes only out of profits. Thus only firms 
which expect to make profits regularly stand to benefit from this type of tax concession. 
Since profits vary with output (though, not in a proportional manner)^ this incentive primar* 
ily affects variably costs. ? ^ 

Accelerated dtipreciation is a type of hybrid of the property tax exemption and the corpor- 
ation income tax exemption. It is like the former iri that its value is based on the amount of 
capital equipment. It is like the latter in that since accelerated depreciation essentially means 
a saving^f profits that would otherwise be taxed away through income taxgs, it is valuable* * 
only to a firm which is turnings profit. Some states have used this method selectively by 
allowing accelerated depreciation for only certain types of invesOtaent expenditures such as ' 
research and development. * . . 

Tax concessions is one broad category of subsidisation. ProVisiop of Capital for firms at low 
cost is another broad category. There is a great variety of methods to*provide capital at lew 
cost to firms, though all are quite similar fn their economic impact. Different methods in- ^ 
elude building of plants for basing to fii:ms, extending low c6st loans to firms, and guaran- 
.teeing loans. All of th?se plans give two benefits to firms. Fir§t, there is an interest sub- 
sidy. Low cost loans ^re at rates lower than th^ firm could have obtained from conven- 
tional sources. Guarantees lower interest rates as they reduce the risk to the lender. Leas- 
ing a plant to a firrn can be expressed in terms ef an interest subsidy also. Rents chargefd the 
firm in these cases cover interest and principal of the mortgage. These rents are lower than 
if the firm owned the building, since the local government can borrow at a lower rate than^ 
then the firm due to the municipal bond tax exemption. Thu^^the subsidy from leasing a 
pla^t to a firm is equal to an interest rate differential between the firm's borrowing rate and 
the government's tax-exempt borrowing rate. 

The second benefit of provision of capital is access to the capital market. Many small firms 
and rapidjy growing medmm size firms cannot obtain capital at any cost. Thus a loan or 
rental of a building can be very valuable *to them. This benefit of provision of capital is very 
difficult to measure, since we do n^ know what rate of interest the firm would have been 
willing to pa>for this capital. In rfiost cases, however, we can say that this benetlt of pro- 
viding accessibility to the capital market is more valuable than the benefit represented by 
the interest subsidy. 

Provision of plant and equipment is probably the most important form of, provision of cap- 
ital as far as dollar volume is concerned. A plant isi^Duilt by the municipality, sometimes to 
a firm's specifications, and is leased to the firm at a rental which covers the principal interest 
of the mortgage. Interest payments are lower than commercial rates due to the tax-exemp- 
tion privilege of municipal bonds. "Industrial Aid Financing" is the title usually gi>^en to 
this method of provision of subsidized capital. There are tVd major varieties of industrial 
aid financing - revenue bonds and general obligation bonds. The former type is guaranteed 
by the revenue generated fronv the plant anck equipment. Thu^, the credit rating of the pro- 
spective firm determines the interest rate of the bonds, and the town is not Uable in case of 
default. Though the town acts only as an agent here, the bonds are still tax-exempt and thus ^ 
carry a lower interest rate. General obligation bonds are guaranteed by the local governments. 

/ 
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-The interest rate on this type of bond is determined by the credit rating of the government. 
As i;an be expected, revenue bonds have been usedior large firms and general obligation bonds ^ 
for smalf firms. Larger towns have an advantage in This type of subsidizatiaii since th^y can 
obtain a lower interest rate on general obligation bond^# . , ? 

It is difficult to estimate the volume of this financing, bVit all agree that it Ifas been growing 
rapidly. Goodbody & Co. (investment bankers) estimateVihat in 1964, $36.5 million in 
general obligation bonds and $ 14.2 million in revenue bonds were issued.^ piscuss^ons with 
investmjent bankers specializing in-industrial development bonds produced an estimate of a . 
$1 billion volume for 1967 aijd a forecast ofJS 2 billion for 1968 if thfixe«i&.no crackdown bv the 
Treasury. I 

Guarantee programs for moii:gage loans are usl^d in a number of states. Maine and Rhode Island 
have had ^e most experience with these programs. The purpose of guarantee programs is to 
provide access to capital markets for small firms. A charge of Wo or \% is rendered for the 
guarantee. 

Direct state loans go to small firms and serve the same purpose as the guarantee programs - 
providing access to capital* markets. The only difference is the use of public credit versus 
private credit with'' public guaraiitce. 

Private industrial*development corporations are another instrument to provide capital to smaller 
firms. 'Hie stock of these corporations is subscribed to by local citizens. Capital is th^n raised 
from commercial bonds at an interest rate of ^^4% above the prime rate. This money is loaned to 
small promising companies in the local ^ea. There is little subsidy in this plan, because of the ^ 
great econdmiesr coming from the pooling of risks. The only subsidy involved comes from free 
management time donated by local businessmen, and the lack of a requirement to pay a high 
return to the stockholders, who are interested local citizens! In practice, however, a high return 
has been eam^ by these corporations* 

In summary, most schemes for provision of capital to firms at low cost are aimed at small firms 
with limited access to capital markets. However, the program aiijied at larger firms*- industrial 
revenue bonds - is by far the largest of these plans in terms of dollar volume. 

There are a number of "methods in addition to tax concessions and provision of capital that local 
governments have used to subsjdJ^Sfe^iew industry. Free land is often given to a firm which builds 
a plant or which has a plant built for it by the local government. Also, public services are often 
rendered free or below cost. Roads are built to a new plant. Also water and sewer lines are often 
constructed to the pknt or to the city linqjf the plaint is outside the municipahty. Inducements 
of this type are usually not hindered by legal restrictions. 

Subsidies-in-kind are also rendered by local governments. Vocational training schools where 
training emphasizes skills required by tjicfirms are an example of this type. Subsidies-in-kind 
like this avoid legal restriction? almost enti^ly. 

The differences in impact of these various methods of subsidization has been hinted at only 
briefly >here and will be discussed in detail in a later section. Knowledge of the range of subsidi- 
zation programs enables us to proceed to the next stage of analysis - the effectiveness of incentive 
schemes in general. t 

^INDUSTRIAL AID FINANCING, New York: Goodbody and Co.. 1965 
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How effective the various typtfs of inducement programs have been has been a subject of great 
controversy for^ a long time. It is an important subject, since it enters calculations of benefit- 
Ansst ratios of inducement programs for localities and for the nation. Studies oAhe effectiv^^ 
ness pf inducements probably affect the v61ume of inducements given by states tind localities. ' 
The volume of inducegients also^aQ'ects to some extent the profits of business firms consider- 
ing relocation of opening up a new branch. Thus, there are vested interests in the corvtroversy. 

^There^have been numerous studies of the question, >Vhich we feel ^an ht classified as to method. 
Probably the oldest method is a statistical comparison of relative growth rates of various states 
with diSforing relative tax burdens. For inducements to be shown to be effective, the states w5!h 
thelowest tax burdens should be those wittTtheTiighest growth rates. 

In one of the mor? frequently cited studies, C.C Bloom' took Iowa data and^orrelated the re- 
lations between growth in nfanufacturing employment and capital outlays of rrtenufac^urers 
with per capita state-local tax collections and growth in such tax collections. The peribds used ^ 
were 1939-53 and 1947-53. significant corrections were found. Thestil^^y has some very 
otjyious shortcomings. -First^^tts were not restricted to those on manufacturers. Second, there 
was no isolation of other fattors influencing manufacturing growth. Third, and possibly most im- 
pqftant, there is confusion as to cause and efftct. High growth in manufacturing is a cause of 
higher per capita tax collections, both through taxes paid by mahufacturers and through taxes 
paid by workers. Thus, in a situation where tax burdens were important, a state with a Jow tax 
burden could not be recognized due to its high tax collections resulting from growth. T|ius, 
though *Bloom's study implied that the impact of tax burden on industrial growth was rriinimah 
wa cannot accept these^results as convincing since his research methodology was so poorly con- 
ceived. . ^ ' ^ 

V^.R. Thompson and John M. Mattila^ did a simUar study which used more sophisticated econ- 
ometric techniques. They considered only taxes paid by business firms. They concluded that 
there was no significant correlation of interstate tax differentials (measure^ in terms of the % 
amount oT tax paid per employee) with employment growth in 29 manufacturing industries. 
This study is superior to the Bloom study chiefly because of its use of a better tax burden vari- 
able. Taxes paid by business firms per employee is a moVe accorate measure of tax burden th^n 
total taxes per capita. ^ / 

.. ^ * * ' 

A major limitation of the general type of study represented by Bloom and Thompson-Matilla 

is that theyiinvolve alliirms. Many firms have few significant locational choices among states. 

Their ties to resources and markets often limit locational choice to that between neighboring 

states, or just between localities within a state. Others nave little locational choice due to their 

extensivelHvestment in specialized fixed capital and equipment.* It would be more desirable to 

study only those firms with significan^cational flexibility. Then the incentive and subsidy 

^ inQuence could be more accurately identified.^ 

iBloom, C.C., STATE AND LOCAL TAX DIFFERENTIALS, Iowa City: Bureau of Business Research, 
State University of Iowa, 1955. * 

2Thompson, WUbur R., and MattUa, John M., AN ECONOMETRIC MODEL OF POSTWAR STATE INDUS- 
TRIAL DEVEUDPMENT, Detroit: Wayne State University Press, 1959. 

' ^Du«, Jofin F., "Studies of State-Local Tax Influences on Location of Industry/* r^TIONAL TAX JOURNAL, 
14, J 
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Another limitation of the approach is that it only considers taxes and does ndt consider induce- 

• mcnts which provide capital. This was excusable during t^e 1950's when these studies were ♦ 
^ undertaken^because at that time there were few programs which provided capital In the 1 960's. 

tiowever. such an approach is inadequate. ' 

The l^pitof focus on firms with the aSility to relocate is not a problem in the second method- 
ological^approach to be discussed - interviews. The value of the interview approach is that it 
focuses on firms deciding on a legation and can isolate particular factors important in location. 

There have been a ferge number of questionnaire studies undertaken. Results have been quite 
utiiform, though subtle differences in the questionnaire have produced predictable differences 
in response. For example, taxes are found to be more important in studies asking about them 
specifically, than in those asking about general locational influences. Another subtle difference 
occurs qptween studies asking what factors affected the firm's present choice of location and 
what factors does the firm generally consider in location. In the former, the importance of4ax 
confessions (though not taxes) might be rated unduly low since a number of firms were not of- 
fered incentives. 

It is instructive to review some of the specific questionnaire studies. An interesting one was made 
by Boblett.^ Rather than askihg firm managers questions about location, he asked realtors to rank 
industrial location factors. He found, that there were four major factors: markets, Jabor, transpor- 
tation, and raw materials, in tha1(order. As secondary factors, he found in order of importance: 
suitable site, character of the community, adequacy ofutilities, presence of supporting activities, 
local tax climate, planning and zoning, local govemmei|t reputation, and suitable housing for labor 
and management. Boblett then listed tertiary factors in location. $pecial Inducements were last in 
t this category, and cigfJteenth in the survey. He concludes that special inducements wci% attractive 
only if other factor? were not compromised. 

• Another survey which asked about location factors in general was that of Business Week in 1958.^ 

• The questionnaire asked business firms what factc^rs h-ad influeqced location decisions. Only 5% 
referred to taxation as a factor influencing location decisions. ^ * * 

* * 

Alan Lechner^ undertook a survey for Goodbody &*Co. which concentrated on industrial aid 
financing. Companies questioijed were those which had located in the ISouth with the aid of 
industrial development financuig. They were ask^d what was the majof location factor in their 
move. Of the 26 firms questioned, 7 cited taking advantage of new markets as the major factor. 
Four explained thatjhey were located there already,.four found -the available labor supply attrac- 
tive, and three cited the opportunity to take over an existing plant. In fifth place was the aid 
package with 3 mentions. It is notable, however, that 20 of the ^26 firms answered that they could 
not have expandecf without this aid! ' ^ , * > 

J. Strassma^ perfirrmed a study which asked specifically about taxes. Of 196 manufacturing firms 
replying, 16% in^licated that local taxe? had infl^nced location decisions and 19% indicated that 
state taxes had done so. 

'Boblett. R.P.» "Factors in Industriil Locatiort/* THE APPRAISAL JOURNAL. October. 1967. 

^"Plint Site Preferences of Industry ind Factors of Selection.** BUSINESS WEEK RESEARCH REPORT. 1958. 
3 

Gdodbo^y 4 Co., INDUSTRIAL AID FINANCING. New York. 1965. p. 49. 
^Strauma, J.D.. "State and Local Taxation of Industry.** Boston: Federal Reserve Bank of Boston. 1959. 

110 ' 

ERIC ^ V (J 



Though this point wilhbe discussed in detail later on, we might be able to point out a preliminary 
conclusion here. All of the interview studies agree that taxes or other forms of industrial aid are 
qot a major factor in the locational decisions of most firms. What must be studied is whether or 
not a small percentage are strongly influenced; then subsidies can be considered effective and we 
must find out how to identify the subset of influenceable firms. 

In general, interviews are able to ask about tax questions in particular, and this is their great ad- 
vantage. Their main difficuity*is that much effort must^be dtevoted to eliminating bias. For ex- 
ample, studies which ask specifically about taxes cause anti-tax businessmen to exaggerate their ^ 
importance. Although high state and local taxes are unpleasant, the/ may not be high enough 
to influence the locational decision. Those studies which do not mention taxes seem to have 
no great bias in general. 

Another critical weakness of most interview studies is that they fail to distinguish betwe^ the 
choice of an area of the country, and the choice of a specific site within the area. It is obvious 
that taxes and subsidies are more important in the latter stage of the decision process. Certain 
major variables such as labor, and proximity of markets enter mostly into the choice of an area, j 
With these factors similar in most towns within'an area, their importance diminishes Taxes and * ^ 
incentives then become more important, as a town is chosen within the area. It is important that 
we distinguish between these two parts of the decision process. However, most interview studies 
do not. 

One interview study which isolated the two stages was that by Greenhut and Colberg. ^ This 
intensive questionaire and interview study asked firms which had moved to Florida or had 
undergone a major expansion in Florida aboy,^hy they had chosen Florida. Thus, this study 
in concentrating on the choice of an area-^ a firm. The results are what might be expected from 
the above studies and*this analysis - that taxes play a smaller role here, than in the other studies. 
The firmawere asked'to cite the most influential factors in their industrial location decision. Of 
over l,00b plants, not onejJisted state or municipal tax structure as the primary factor in location.* 
2.8% of the firms cited tax structure as a secondary reason for locating in Florida. Unfortunately, 
the study did not probe the process for choosing sites within Florida. 

Another important method of gauging the effectiveness of tax incentive and subsidy programs is^' 
to see howinterstate differences in tax costs affect total costs. This is a two-stage method. First, 
the importance of tax oosts and value of inducements must be compared to total costs Then, as 
tax costs are varied and inducements are given, it is seen whether the rankings of the states in terms 
of total cost for a particular industry change. 

In a study of Wisconsin, Bridges^ determined the value of inducements relative to total costs 
Property.taxes were found to range from 0.37% of total shipments in food products to 1.40% 
of shipments in^tlft? primary metals in justries^^he average was 0.68%. We can see a wide range 
in values of property tax incentives from industry^o industry. Note that the industries most 
often found in rural areas have relatively low precentages. Also^ property taxes tend to be low- 
er in rural areas. This will be discussed in detail below. In general, the Values of property tax 
exeiBPtions seem to be small relative to total cost. 

^Greenhut, Mclvin L., and Colberg, Marshall R., FACTORS IN THE LOCATION OF FLORIDA INDUSTRY, 
Tallahassee: Florida State University. 1962. 

^Bridges, Benjamin Jr., "State and Local Inducements for Industrialization/' Part II. NATIONAL 
TAX JOURNAL, June, 1965, p. 175-192. He uses data from: Wonnacott, Ronald, MANUFACTUR- 
ING COSTS AND COMPARATIVE ADVANTAGE OF U.S. REGIONS. Study Paper No. 9. MinneapoUs: 
University of Minnesota, 1963. 

* 
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Bridges makes a similar calculation for the value of lovsr interest le^ns. jfie value of low 
interest loans' is a function of the interest rate differential ani^ t|ie relation between capital 
assets and value of shipments. Bridge^uses 



Interest Rate Differential Depreciable Assets 

Value of Shipments 



to determine value as a percentage of shipments, a figure comparable to the property tax 
figure. An interest rate different^il of 1% averaged 0.30% of the value of shipments. The 
range was from 0.09% for apparel^ 0.4«% for primary metals. On industrial revenue bonds, 
the current interest rate differennals are approximately 1/2%. This would be wortii 0.45% of ^ 
value of shipments on the average. On the other h^nd, the interest differential for small firms 
might be as high as 5% or even 10% giving a value of 1.5 or 3^% of total cost for the average 
industry. 

Measures of the value of subsidies as a p^rce«tage of tot^il cost have a number of pitfalls when 
used to evaluate the effectiveness of subsidies. The danger lies in oiir grouping of firms intd ^ 
industries. If the industrial classifications are wide, there will be substantial variation of these 
percentages between firms in the category. This can lead to under-estimation of the pow^r of 
incfcntiyes. For example, if the ratio for an industry, is 0.5% with^ range of 0.2% to 1 .0% for 
various firms within the industry, *and we assume that 0.5% is too low a ratio for sufficient 
impact, we^may lose sight of the fact\hat the firms with 1.0% ratios may be influjsnced. A 
wide industrial classification conceals those firms which are influenced. 

' ' ^ < ■ ^ " J. 

A serious problem aho arises in measuring the value of low Interest loans. For these loans, 
variance in value is not only by capital intensity, but by size of firm. The relevant interest 
i*ate differential from a particular loan is a function of the size of the firm. The interest dif- • 
ferential is larger forismall firms as they have poorer access to capital markets. Thu^ within 
an industry, we can expect different effectiveness ratios foy different sizes of firms.^ 

Many /discussions'of effectiveness say that though the vSlue of inducements relative to total 
costs is small, they have a mueh larger. percentage impact on profits, and thus are quite impor- 
tant. This line of reasoning is fallacious. If all other costs were the same in competing loca- 
tions, .then differences in tax c(5sts would determine the location of the profit maximizing firm 
ilo matter how small. Ih this case, the*fact that a l%^ifference in total cost means a /0% dif- 
fejrence in profits does not matter. However, our pun^ose in studying tax cost differentials is 
to compare tax differentials with differentials in other costs! Now if tax cost is a small part of 
total cost, this means that a differential in labor cost win ;|warf a differential in tax cost, and 
this labor cost will determine location and tax cost will not. For example, if labor cost is 40% 
of total cost, and tax cost is \%, a 50% reduction in |axes is equivalent to a 1.25% wage differ- 
ential. Wage differentials, especially between areas, are much larger than that. 

With models of the relation of the value of inducements to total cost, we again see why induce- 
. ments are probably ineffective in the first stage of the locational decision process - selection of 
[ an area, and why when other cosfsare Similar - as in the choice of a site within an area, induce- 
ments become effective. This analysis gives a preview of our next discussion, which will show 
how inducements have different levels of effectiveness with different types of firms. 
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There have been some excellent studies which use the relationship between tax cost and total 
,pCOst for different states and set how chanjges in taxes (i.e., inducements) can affect choice of 
state. Bridges' has compared labor cost, the most readily available component of total cqst, 
in Wisconsin to that in six neighboring states for each of^2^two-digit manufacturing industries. 
* in 30 casfes of 77, Wisconsin had higher labor costs. Local property tax exemptions could have 
overcome this in 6 of these 30 cases. Interest cost reductions (industrial development financing) 
of 1, 2, 3, and 4% of gross depreciable assets would be large enough to overcome Wisconsin's 
labor cost disadvantage in 3, 8^/2, 1 1, and 14 cases respectively.^^ 

William V.. Williams-^ did a similar study for Minnesota, a notoriously high tax |^ate. He first 
ranked the states in all non-tax costs for 12 two-digit industries and 38 four-digit industries. 
Note Ijhat the use of four-digit industries (i.e., narrower groupings) is a valuable improveijient 
over the Wonivacott study. Williams next included state and local taxes and found that Minnesota's 
ranking was unchanged in ten two-digit industries, and \^s improved in one industry and deterior- 
ated in one industry. Inclusion of taxes occasioned no cnange in Minnesota's rank in 28 of the four- 
digit industries, and occasioned slight deteriorations in the remaining 10.^ The four-digit compar- 
isons were then made between Minnesota and the upper midwestern states. Here, rank was unchanged 
in 34 cases and deteriorated slightly in the remaining four cases. Williams finally considered the ef- 
fects of various tax exemption policies. A complete exemption from Minnesota taxes would only 
have altered the rank of 2 of the 12 two-digit industries. In 18 of the 38 foitr-digit ipdust^s, there 
would have been no change. Nine of the 20 affected industries would change two or ni6re notches, 
while the other 1 1 would change by only one notch. If taxes were lowered bv 33%, Minnesota's ^ 
position would be improved kix>nly one industry in the two-digit categon^™ in only 9 of the 
four-digit industries. If tax^s were lowered by 50%, Minnesota's positionCi^ld be irnprove' in still 
only 1 two-digit industry and in 15 four-digit categories. 

MIe conclude from these tax cost comparison studies, that tax incentives cannot influence in 
which state the majority^ f industries will choose to locate new operations. However: there 
is a significant minority of industries that cap be influenced by tax costs and thus tax policy 
should not be eliminated from a consideration as a force helping to determine the shape of 
regional development. Those industries whose costs do not vary much from state to state, 
and those in which taxes play a large role in costs will be most subject to incentives. Incen- 
, tives do not have the power that many would like to attribute to them, but they are effective 
inxi significant minority of cases and thus should be reckoned with. 

Value of Subsidization 

The next sfage in this analysis is to determine the value of tax incentive and subsidy programs. 
There are two distinct parts to the analysis. First, there is the value to the locality or state giving 
the incentive. Secondly, there is the value to the nation as a whole. This section will show con- 
flicts betweo^. these two valuations and will determine as well whether these programs are worth- 
while on either leyel. 

*op. cit 

"'^As mentioned above, VA% is an estimate of interest rate reduction for large firms from industrial development 
financing.* 4% or more is reasonable for small firms. 

-^Williams, William V., "A Measure of the Impact of State & Local Taxes on Industry Location.** JOURNAL 
t)F REGIONAI ^SCIENCE, Summer, 1967, p. 49-60. 

^Minnesota taxes ranged from 0.26% in grain miUing to 2.08% in gray iron foundries. 
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The local government in a rural community can see great benefits from a manufacturing 
firm moving to his community. First, he sees more jobs for his city, something that is 
very important due to the extensive unemployment. He sees a multiplier effect-the in- , 
creased wages purchasing goods from downtown merchants and possibly other firms in 
his area. The new firm might purchate inputs from other firms in his town. He also sees 
greater tax revenues cpming from the firm itself, from the workers paid by the firm, and 
from the merchants^ith increased sal^s, etc. The only expenses that the local govern- 
ment sees are some additional pijblic services and the cost of the inducement. The former 
will not appear large if the government thinks that excess capacity exists in existing public 
facilities. The latter varies but can be small in the case of industrial development financing, 
where it is essentially the federal government that foots the bill because of the federal tax 
exemption on these bonds. In short, offering an incentive to a manufacturer to move to 
town seems an excellent idea from the vantage poii>t of the local government. 

Rinehartl has done some crude quantification of the above and has found that the rates of 
return to municipalities on tax incentives and subsidies to firms are phenomenally high. 
Though these estimates are open to question, it is doubtful that most criticisms would bring 
these rates of return below the borrowing rate faced by municipal governments, which is 
^ low due to the tax exemption on municipal bonds. It is no wonder that inducements to in- 
* dustries by communities are so widespread. Gooding2 estimates that in New England, four 
out of five communities gi'ant legal or extra-legal tax concessions for **desirable" firms. In- 
dustrial development financing has been doubling in volume every year with a $2 billion 
dollar estimate for 196S*unless the tax-exemption law has changed. The chief impediments to 
the use of these programs are legal constraints by states. If not for these, the extent of sub- 
sidization might be enormous. 

We will show in the remainder of this chapter that the returns to the communities might not 
be so high, and that many benefits to the communities are not benefits to the nation. 

Estimates of the rate of return to the community need to be reduced significimtly since 
'some proportion of firms locating in* the community would have done so wilfhout subsidi- 
zation. The studies described in the previous chapter indicated that most industries could 
not be affected by tax costs in their choice of location. Many factors influence total costs 
in far greater degree than do taxes, and thus dominate the locational decision. T(hus, the 
community offering inducements must realize that some proportion of the firms accepting 
these inducements would have located in the town anyhow.-^ When this proportion is taken 
into account, the benefit-costjatio and thus the rate of return over cost is drastically re- 
duced. If one out of two firms of equal benefit would have come without subsidization, 
then the benefits of those firms which can be ascribed to the subsidy must be cut in half. 
If three out of four would have come without subsidization, benefits are only one fourth 
of those previously calculated. 

^Rinehtrt, James R.,** Rates of Return on Municipal Subsidies to Industry," SOUTHERN ECONOMIC ;| 
JOURNAL, April, 1963, pp. 297-306. | 

^Gooding, Edwin, "New War Between the States," Part I. NEW ENGLAND BUSINESS REVIEW, i 
October, 1963, 11, pp. 1-5. 

^In our field work we came across a situation where the firm asked the community for subsidization. 
The community made an attractive offer, and the firm then located in the community without accept- 
ing the subsidy. The community's willingness to offer a subsidy was used as an index of community 
attitude- more important to the firm than the subsidization. 
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Another factor which, if recognized, would reduce the percfeived rate of return on sub- 
sidization is the increase in required public expenditures which industry stimulates. Fac- 
tories require water, sewer, police and fire protection, etc: If workers migrate to the 
community for jobs, additional burdens are placed on schools, etc. Often the additional 
. public expenditures from an influx of industry are quite large. The section on public 
services in this report discusses thij problem in detail. Local governments tend to under- 
estimate these increases in demaujd for pubUc services by a considerable magnitude. 

It is als6 important to evaluate subsidization from a national point of view. Many of 
the benefits to a locality are not benefits to the nation. Many costs accrue to the nation 
which are not realized by the locality. We must note first that when one community 
induces a firm to locate there, another community loses that firm. The gain to the 
nation of inducing it to locate in community A are not the firm's payroll and taxes 
'paid, but only the saving in real costs over locating in community B, which we assume 
to be the place that the firm would have located if there were no inducements. These 
real costs will be discussed below. We see already, however, that the benefits to the 
nation are much smaller than those to a community. The costs to the nation are also 
different. In the context of the nation, the monetary value of the inducement becomes 
merely a transfer payment from governments to business. ^Whether such a transfer is 
desirable is a question of equity, not of efficiency. A real social cost is incurred, however, 
in the expenditure of resources to collect the taxes and administer the subsidy. What 
one party loses is gained by another. 

To evaluate whether inducements arerin the national interest, we must decide whether 
it is best for society to have industry locate in community A or community B. To 
begin with, we assume that as far as costs to the business firm are concer|ned, they are 
lower in B. Otherwise, subsidies^ would not be necessary to induce the fibn to locate in 
A rather than B. To justify inducements, we niust show that 5ocw/ costs are lower in A. 
If this cannot be done, then inducements impose a net cost on society. The following 
arguments can be used to explain why social costs might be lower in A: 
L Infant Industry - Training of Labor 

2. Imperfect Capital Markets ' . 

3. Wagclnflexibility * ' 

4. Population Direction 

5. Political Equity 

*The first argument relates to the training of labor, and assumes the immobility of large 
segments of the labor force. In rural areas of the United States, there is a large amount 
of unskilled, uneducated labor. This+abor is trainable, but cannotefficiently produce 
in an industrial setting without training. In most cases, it is sociall^ profitable to train 
this labor - ie., the discounted extra product that each worker will produce as a result of 
the training is greater than the cost of training. Though it may be socially profitable 
for society to invest in the training of this labor, it often is not profitable for the fiftn. 
A firm cannot count on retaining in its employ workers it trains for a period long enough 
to justify training costs. Once workers are trained, other firms may well come into the 
area and bid them away. For this reason it is not profitable for a firm to come into 
the area arid train this unskilled labor. Thus; we ha^ one reason why social cost mi^ht 
be lowest in community A, having large number^^ unemployed, immobile, untrained 
laborers, while private costs were lowest in community B, having trained labor. If 

i 
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subsidization induced the firm to locate in A and train the labor, it would benefit society. 
A subsidy paid per worker trained woiiid be a type that could accomplish this. 

The second argument - imperfect capital markets - is another case of the labor situation 
above. Assume that the firm will not lose much of its trained labor to other firms, so 
that training is profitable to it. Still there might be a problem in financing the training, i 
Training involves large initial expenses with returns coming in over a long period. As 
small and medium size firms often have problems borrowing in the capital markets, they 
may not be able to raise the capital to finance the training, however potentially profit- 
able training may be. Thus, subsidies providing capital may be justifiable in areas where 
the capital market is imperfect and where the labor force^is untrained and immobile. 

A third argument focuses on institutional impediments to market clearing in the labor I 
market. Unemployment can be caused whenever minimum wages and union power keep 
wages above the marginal product of labor. In areas where the marginal product of labbr 
is very low, the unemployment can be severe. Since wages are greater than marginal 
productivity, firms will not locate in the area to exploit unemployed labor resources. I 
Wage subsidization is seen as a substitute for wage flexibility. The benefit to society is 
the reduction of unemployment and the extra product produced as a result. This argti- 
ment is an argument for subsidy to firms wherever they locate. It only becomes an ail- 
ment for differential subsidies between locations to the extent that the institutional ^oors 
on wage rates are higher in some areas than in others, and to the extent that training is 
available in some areas and not in others to raise the product of labor above wage raites. 
Both situations still require the assumption of labor immobility. 

In all the above three cases, migration offers an acceptable alternative to subsidizat^n. 
People can be moved to areas where training is curt^ntly available and/or where insti- 
tutional impediments to employment are less. SuDsicTi^tion, which aims at moving 
industry to people, is valid only if its costs are less th^ those of migration. To date, 
the economic costs of migration have been measured poorly at best, and the socia^, 
political, and psychological costs of migration have been ignored. Nevertheless, the 
disregard by policymakers of migration as a policy instrument, the willingness not to 
tamper with voluntary private labor mobility, implies that the government has other 
goals beyond maximizing economic p^r capita income, obtaining full employment, and 
reducing economic poverty. This point is discussed further in Section V, where policies 
which depend explicitly on migration schemes are questioned as to political fea^bility . 

A fourth argument for subsidies might rest on a public desire to distribute population 
optimally. Tpday, many feel that it is desirable to slow the rural-urban migrati(J>n since 
our urban areas are becoming increasingly congested and also cannot absorb large numbers 
of unskiUed, nonacculturated migrants. Finns locating in urban areas do not include 
the congestion they cause in their cost functions. Subsidization to induce firms to locate 
in rural area A rather than urban area B is one alternative solution to the problem. Thu^, 
in Britain, subsidy programs have been designed to shift investment away froi^ London, 
which is becoming very congested. 

Alternatively, the costs of providing' housing and public services in some areas may be more 
exi)ensive than others. Or, there may be greater social costs in the form of higher crime 
rates, disease epidemics, fire hazards, and political unrest when certain kindsjof mdividuals 
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are massed together. Large ghettos or masses of people may breed o^perpetuate cultural 
moriswhich the society deems unproductive or undesirable. Thus, soVety op^for a 
policy regulating the spatial distribution of population and subsidies are adopt^ to affect 
socially costly private market processes. ♦ 

The fifth argument is political equity. .Americans feel thatjeople in areas of our country 
that are ecG^omically depressed ought to be helped. Bringing industry into these areas 
with inducements is one way of helping these people. Aiding their migration is another. 
The latter is often more efficient, but as some people do not want to move, the former is 
justifieU on equity grounds. ^ 

We have seen that inducements to industry are in the national interest if they reallocate 
investment so as to i3^rease the aggregate social returri. Inducements are also in the 
national interest if tHw increase the aggregate amount of socially desirable investment - 
this being defined as investment with a rate of return greater than the marginal efficiency 
of capital. In other w?>rds, adding investment projects with a rate of return of 1% is 
not in the national interest. What is socially useful, is to add investment projects with 
high expected returns, which would not otherwise be undertaken due to market imper- 
fections , external economies, etc. The arguments giveq for inducements to allocate in- 
vestment to community A from community B apply here, also. If inducements produce 
additional investment in community^ A, rather than merely reallocating investment, such 
inducements may be desirable since the social rate of return on projects in A is higher 
than the private rate of return jn B. 

The most important argument for stimulating the volume of investment via inducements 
is called the "credit gap" argument. It is a phenomenon of our credit system, that small 
and medium size firms have difficulty obtaining long term credit. They are not asked to 
pay high interest rates but rather are frozen out of the market completely. If these 
investments have a high enough rate of return, then subsidies which provide credit for 
these projects are in the national interest. There is impressive evidence that small and 
medium size firms must pass up potentially very profitable expansion due to lack of 
credit. This evidence comes from the experience of the statewide development credit 
corporations. These privately financed torporations have made loans to small firm$ of 
aniaverage size of $90,000 with maturities of 5-10 years and interest rates ut6-8% ^ . 
Alitof these development credit corporations have made profits, with rates c)f return 
simiar to commercial credit agencies. There is an element of subsidization from donated 
labotr - the time donated by local businessmen to investigate loan applications^ but to 

tinate this subsidy, interest rates charged would be raised only to the 7-10% area. ^ 
Gooding estimates that when commercial credit is available, these small firms are chirged 
12-16% 2 . This strongly suggests that there are a large number of situations of smaller 
firms with excellent expansion possibilities which are at present not being undertaken 
because of lack of credit. / 

'Bridfes, Benjamin, Jr., Part 11, op. cit. , 
^op. cit. 
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Let us note at this point how different the costs and. benefits of subsidization programs^ 
to the nation are from those to local communities. The costs and benefits to localities 
can explain the present pattern of subsidization and predict*its future cfourse if it is not 
interfered with. The cOsts and benefits to the nation should shape our poJicies in creating 
new subsidy programs and controlling older ones. Whether our ppsent system of subsidi- 
zation by localities satisfies the criteria Qf social bei lefit will be the topic of the next 
discussion. ( 



Optimal Methods of Subsidization 

Who Should Give Subsidies? 



Ji 



This section discusses whether the existing system of offering subsidies by state and local 
governments should be discouraged and instead administered by a national body, such 

as EDA. ' 

■» * ' 

John Mocs^ has argued that competition for industry among towns is efficient. He feels that 
tawns with tlue greatest unemployment will make the highest l^ids, and thus competi- 
tion will allocate resources optimally. # . 

We fi^el that competition among towns, besides being wasteful (which we discusss below) 
will not allocate resources Optimally. First, the towns with the greatest unemployment 
are usually the poorest and can least afford to subsidize industry. Their ability to borrow 
on expected future returns of a subsidy investment is handicapped further by the imperfect 
capital market. This casts doubt on the expectation of Mocs that they will make the largest 
offers. Mocs also assumes that only towns with uncmployrttent will offer subsidies. 
This conflicts with the fact mentioned above that four out of five communitiespffcr in- 
centives to firms.2 Though many towns have full empm^p^ent in the aggregate demand 
sense, most communities in this country have unemployment among their unskilled • 
workers. This type of unemployment is a national problem in addition to a regional one. 
The Moes argurnent further assumes that the unemployed^can make their presence felt 
b/ local govermgent in a policy sense, of that the unemployed can themselves organize 
to offer incentives. This assumption is shown to be faulty, elsewhere in this report. 

In addition to the fact that most towns can be expected to bid for industry, despite their 
general unemployment rate, therejs no reason to expect the bidding for industry to fol- 
low a rational pattern. The r^tes of return to towns on subsidizatioji expenditures appear 
t(f the towns to be extremely high (although doubt has been cast on this assumption) ^ . 
Thus as the standard range of bids is far lower than the apparent benefits, we cannot 
expect the bids to be ordered in the same way as are the benefits. ^ 

Another very^ important difficulty in subsidization by local governments is tliat they 

fail to take into account the effects of new industry on other towns in their region. 

t I 

1 ' 

Moes, op. cit. (See p.5 1) Note that Mocs considers wage inflexibility to be the justification for subsidization. 

2 

Note discussion of Rinehart above. 
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Industrialization of one town has many benefits and costs to neighboring towns. Many 
\ of the multiplier effects of growth. afe realized in other townsr This would cause a towrf 
J ^o underestimate total benefits of a project. This is particularly significant when the 
^ federal goal leads to a "growth center'" strategy for the development of a region. This 
strategy realizes the importance of economiejs of scale in public services, recreational and 
cultural facilities, etc. Subsidization by local government fails to further a groj^th center 
strategy for regional development^ * ' 

Another aspect of this problem of who should give subsidies is the one of^minimizing the 
needless transfer of public resources to private business firms. Competition among local 
governments should not cause subsidization to be in excess of that which is required to 
* * cause firms to invest in certain areas. We f^l that subsidization by local governments 
puts the public sector in a weak bargaining position vis-a-vis business firms and causes 
a needless transfer. This situation results in an oligopolistic market. T^he number of 
firms seeking new l(^cations is much smaller than the number of communities seeking new^ 
industry. The firms have the advantages of greater knowledge of the market and m,ore 
competent managemerit. Towns in an area often have little differentiation in economic 
characteristics. This increases the market powd of the firms. 
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In summary, we feel that the offering of tax incentives and subsidies by local governments 
causes a misillocation of resources and a waste of taxpayers' money. We feel that subsid- 
ization should be given oh a national or regional basi^ As will be shown below, we feel 
that this method of subsidization will enhance the bargaining position of the public sector 
vis-a-v^ business firms and will allocate industry in a more efficient manner. 

The first point to be explained is why the bargaining position of the public will be en- 
hanced if subsidies are given by regional or national authorities. In a market wh^re both 
buyer and seller arc oligopolistic, the relative power of each side depends upon tne number 
of sellers (buyers) and upon the extent of differentiation. For instance if the buyers are 
large in number, and are not differentiated, their bargaining power will be weak against 
sellers who ale few in number and dilterentiated in product. ,Thus the sellers will capture 
most of the surplus. This is the situation when many small towns offer incentives to 
industry. Towns in the same region are* relatively undifferentiated in 'attractions to industry. 
Now\ if subsidies could be offered on a regional basis, thefe would be fewer buyers (of 
industrial jobs) and more differentiation among buyers (as regions are more differentiated 
than towns within a region). Thus the offerers of subsidies, i.e., the buyers, would gain 
bargaining strength. 

The second question is why resources will be allocated more rationally with regional ad- 
ministration of subsidies. Above, the misallocations from town administrations were 
noted. In theory, all of these can be avoided. The region canx)ffer a firm a subsidy 
if it locates in town A in the region. This town will have the greatest need for industry 
and will have the best effect^ on other ^^as of the region. Though in theory, allocation 
by a regional authority can be optimal, wfe must question what the allocation will be like 
in practical situations. We must ask what will the deviations from the optimum be from 
the political forces set in motion by regional allocation and from the lack of information 
on towns in the region. ' 
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'fo study what the practical allocation of industry will be like, let us consider an extreme 
^ case. Assume that within the regional administrative agency there was no attempt to ^ 

choose locations for industry on a rational bafeis so that the result was a completely poli-*^ 

tical on^. Industry was allocated according to the political power of each town.. This 
* allocation of industry Would not be any worse than the pattern with subsidization by 

towns. Allocation by political power would let the wealthier towns get more industry, 

as they are able to with their higher bidding power. 

There are J^ianv vi^aysJo keep, the selection of towns away from this extreme of complete 
political determination. The regional authority can be given guidelines to follow. This will 
move allocation toward the rational pattern. Also, subsidies can be restricted to firms that 
hire hard core unemployed and other categories of workers. This will cause the allocation to 
be much closer to national objectives (desS^ibed above). In sum, we feel that with restrict- 
ions and directives, regional adrrlinist ration of subsidies will give a better allocation of indus- 
try and will increase the bargaining power of the public. 

Relation of Method of Subsidization to Type of Firm Attracted ^ 

The various types t>i tax incentives and subsidies have differing degrees of attractiveness 
to different types of firms. Rebates of state corporation income taxes and accelerated • 
depreciation are most attractive to firms with stable profits. As these taxes are based 
on profits, only profitable firms can benefit from them. They are of greater importance 
to stable firms. Unstable firms are interested in protection against bad years, rather than 
making good years better. Thus these firms aie more interested in subsidies that affect 
fixed costs. 

* * 

The property tax exemption affects fixed costs. This would appear to be equally valuable 
to firms of all sizes. However, there is evidence that the ratio of tangible property to 
value of shipments increases with firm size.^ Thus property tax exemptions might be 
more attractive to large firms. Property tax exemptions are more attractive to capital 
intensive firms than to labor intensiVe*firms, as the former have a higher ratio of tangible 
property to value of shipments. This type of tax incentive is attractive to new firms, as 
it affects fixed rather than variable costs. * 

Subsidies that provide capital through low cost loans, industrial development bonds, or 
provision of plant are more attractive to smaller firms than to larger^ones. Generally, 
the smaller the firm is, the higher the interest cost charged from conventional credit 
sources if credit is available at all. Thus, smaller firms obtain a much larger interest 
subsidy. As some small and medium size firms cannot get capital at all, the value to them 
is great. As with the property tax exemption, provision of capital is most attractive to 
capital intensive firms. 

To summarize this point, we have examined the relation between type of incentive and 
size, and have found that income tax exemptions are essentially attractive only to large 
corporations, while property tax exemptions are attractive to all, but more so to large 
firms. Provision of capital is most attractive to small firms. ^ 

^Bridges, B^njtmih. Jr.. op. cit., p. 178, from U.S. Trctsury Department dtta. 
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V^itconsin L<Scal Property Tax and Various Percentaget of Gron 
Depletable Anets as PercenlMes of Value of Shipments * 
By Manufacturinflndustries: 1958 



(1) 

Local. 
Property 

Induing. Tax* 

20 Food products 

23 Apparel and related products .... .42 

24 Lumber and wood products " *.74 

26 Paper and pulp products .55 

28 Chemicals and products .52 

30 Rubber products .56 

31 Leather and leather goods .64 

32 Stone-, clay, and glass ^ .42 

33 Primary metals industries 1<40 

•34 Fabricated metal products .77 

35 Non-electrical ihachinery .97 

36 Electrical machinery "..».. .90 

37 Transportation equipment ....... .68. 

38 Instruments and related products . . . .39 

All manufacturing • . . . . .68 



(2) (3) (4) (5) 
Gross Depreciable 
and Depletable 
Assets 

1% 2% 3% 4% 
of* of of of 



.20 

.09 

.36' 

.39 

.26 

.26 

.16 

.29 

.48 

i31 

.33 

.27 

.30 

.10 



.39 .59 . .78 
.18 .27 .36 
.72 1.07 1.43 
.781. 18 1.57 
.79 1J05 
.78 1.04 
.49 .65 
.88 1.17 
.96 1.44 1.92 
.63 .94 1.26 
.98 r.30 
.80 1.07 
.89 1.19 
.29 .39 



•:52 

.52 
.32 
.59 



.65 
.53 

.5.9 
.19 



.30 .60 .90 1.20 



*In 1961 WUcontin reduced taxes on manufacturing property: 
Source: 1958 Ganiui of Manufacturers 

'Table from Bridges, Bei^amin, Jr., op. cit. 
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Great Britain has used labor subsidies a great deal. Essentially a labor subsidy is a 
payment by the public to a firm which is a function of^he firm's employment. In its # 
effect, it can be called a wage subsidy. It allows a firm to pay a worker a wage greater 
than his mai^ginal productivity. Some types of labor subsidies are restricted to labor that , 
is being trained. This is specifically aiiped at the first and second reasons why subsidi- 
zation might*be in the national interest (labor training, imperfect capital markets). As 
a general subsidy fulfilling the third reason (wage inflexibility^ we see that labor surodies 
conform rather closely to our objectives. Tht major drawback of labor subsidies which are 
not restricted to training is that the incentive to migration is lost. ' 

\ P 
As another issue in the discussion of the best means of subsidization, it must be noted 
that growth of firms already in a town should not be overlooked. Expansion of firms al- 
ready in towns has been an important factor in the success of rapidly growing towns. - 
From the national point of view, indigenous firms should never be discriminated against 
in subsidization. TTiis has often been the case in the history of local subsidization. It 
is a rather inefficient situation wheji two identical firms in two identical communities 
must each set up their branch plants in the other community to take advantage of programs 
to subsidise new firms. ^ 

Size of Toiyn and Subsidization 

One difference between the subsidies offered by small and large rural towns is thi^grcater 
possibility for under-the-table subsidies in sipall towns. Larger towns use profesnonal 
assessors, who are often not amenable* to low assessment as a subsidy. Another difference 
is the greater ability of larger towns to market general obligation bonds. This would give 
larger towns an advantage in subsidizing firms too small to use industrial revenue bonds. 
It is probably the case that tax rates are higher imlarge towns than in small towrts, prin- 
cipally because of higher public service levels in the former. If this is the dase, then larger 
towriS can offer lai:ger subsidies through property tax exemptions. The discussion above 
indicated that the most effective subsidy of this group is provision of capital to smalj 
firms. As large towns have an advantage in this type of subsidization, it can be concluded 
thaf larger towns have some>yhat of an advantage in subsidization. 
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CONCLUSIONS ON LOCATION SUBSIDY PROGRAMS 

L Property tax exemptions are of little value in attracting firms to rural areas. An exemp- 
tion of property taxes has only a slight effect on costs of firms y^j^ich use a good deal of 
labor in rural areas. The same applies to provision of capital to large firms. 

2 Provision of capital to small firms is an effective way to stimulate the growth of rural 
towns through subsidization. The efforts of the Small Business Administration and EDA in 
providing low cost capital to small firms are applauded. Though labor subsidies are preferred 
for rural areas, provision of capital for small firms is sufficiently effective to warrant its use. 

3. Labor subsidies, hitherto seldom used in the United States J are particularly well suited 
to, national objectives in rural areas. They art effective in inducing firms to train rural labor, 
both in the sense of giving labor skills and giving labor industrial experience. They are partic- 
ularly effective in attracting labor intensive industries to rural areas since labor is a large factor 
in costs oj^ these firms. 

4. Subsidies ought to be given on a regional or national basis instead of a local basis. ^ With 
proper guidelines and restrictions, regiorml authorities can not^only save public money by in- 
creasing bargaining power, bjut also by more optimal allocation of industry among towns in a 
region, and allocation which takes into account town needs and regional effects. 

5. Subsidies should always apply to firms undergoing expansion in the same location as 
well as to those relocating. 

These conclusions arc combined, in Section VI, with thos^ from other sections in order to 
formulate policy and program recommendations. The policy implications of this analysis 
of location subsidies alone would seem to be: 

1. Subsidiation of industry to help ratal areas should be undertakeirby a level of govern- 
ment above the local level. Local incentive efforts should be actively discouraged. One way to 
do this is to end the tax exemption privilege of industrial developmentSon.ds. States should be 
encouraged to make local property tax exemptions illegal and end corporation income tax * 
rebates. States might be induced to accomplish these things by only permitting those states 
which have copformed to participate in federal subsidy programs. 

2. It would be best to administer a federal program of subsidization "through regional 
offices (possibly administered by EDA.) Woxking through EDA has the advantage of co- 
ordinating tHcsc efforts at regional development with EDA*s public Vorks programs. 

3. In addition to a federal program administered by regional offices, more emphasis on^ 
general programs of labor training subsidies for the hard-core unemployed is recommended. 
This subsidy should be restricted to firms who increai^e their employment and hire hard-core 
unemployed workers fill these new positions, where possible. 

4. Private development credit corporations which lend to small and medium sized firms 
should be encouraged. A subsidy to these organizations should be considered. 

5. PubUc development banks for rural.areas should be formed. Federal money should be 
used as seed capital, with private credit used for the bulk of the lending. Guidelines might 
include restrictions to small firms which are growing, a«d to those rapidly growing medium- 
sized firms which are hiring unskilled labor. ^ 

^Thc U.S. Department of Labor's JOBS programs arc recent exceptions. 
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A BROADER GROWTH-INCENTIVE CONCEPT 



The discussion above has pointed out how, in a small town, there probably a tendency^to 
sacrifice a lArger than necessary proportion of the town^'s resources in order to attract new 
industry. This is elaborated upon in Section III, where it is shown how industry skews^a small 
town'§ expenditures on public services. This situation is the outcome of a competitive^)rocess 
in which each town has a strong incentive to offer a bit more than its rivals with the result that 
all towns follow suit, the final equilibrium leaving the firm affd not th^ town as the net bene- 
ficiary. It is alleged^ overall, that the small towns, working within the bounds of state policy, 
are inefficient in gathering and utilizing resources, and the conclusion reached is that federal 
programs should both increase efficiency and supplement the town's resources so that social 
needs can be met. * 

»» 

A single federal agency with an interest in growth center development and in the social needs 
of the small towns will benefit from evaluating all local, state, and federal programs as means to 
that one end. The discussion has so far dealt only with local, county, and .<tate subsidy and in- 
centive programs aimed at industrial location. Some federal programs aiiji d^t this end, as well, 
but they are mostly concerned with providing for the needs of the people without explicit con- 
sideration for the stimulation of industrial growth. (EDA programs art the prime exception.) ^ 
These programs should be viewed, as far as growth strategy is concerned, as subsidies to growtTi 
in much the same sense as are industrial location programs. 

Several arguments, based on the foFegoing analysis of subsidy instruments, can be used to 
support this viewpoint that all available public resources should be diverted toward a common , 
goal: growth through human resource development. First, the several location studies to which 
this report haathus far referred, iq addition to our own <*ield interviews have showed labor cost 
and availability to be of far greater importance as a location incentive than tax differential. This 
would indicate that local and state resoujces should be allocated to program types, dealing with 
human resource development which have been more the domain of federal agencies. ^ The 
development of a marketable labor forcet requires an investment of resources, for example DOL's 
Concentrated Employijpcnt Program, with a target area focused upon. This argument is made 
solely on location-inducement effectiveness grounds. 

A second argument is that capital subsidies and tax incentives are location-specific incentives 
to growth. If the point of invjestment (the selected city) iindergoes the expected growth, then 
the investment is vindicated. However, if the firm fails, or some unforeseen event results in 
that city not being the best choice in the region, the investment cannot yield as high a return 
because it cannot move. This is not so for labor development programs, because the developed 
human resotfrce can move elsewhere. 

A third argument for considering all public funds as available for 9 "growth incentive" program 
is based on the fact that tax incentives, industrial aid financing, and capital subsidies, as presently 
administered, are totally aimed at inducing the firm to locate, and at nothing beyond this. In 
contrast to this, the development of a labor force may accomplish both the location incentive 
goal and a distributional goal as well. 

^States have, of course, been involved in human resource development, primarily throrufh state-run vocational 
ejlucational schools. We suggest however, that a greater effort should be made. 
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Arguments that this distinction is not vahd arc not convincing in rcaUty; the most likely argu- 
nient of this type is that capital subsidies allow firms to accomplish socially desirable functions 
such as labor force development because they free resources. This is nowhere supported . 
in our field studies; it is furthermore not logical if a firm is accepting an incentive in order 
to cut total costs and achieve a greater profit. 

These three points; then, argue that resources should be allocated to the most effective 
location incentive, that "bets should l^e hedged'' by (where possible) investing in programs 
which need not necessarily be location specific, and that if public agencies are able to 
broaden the'benefits received per dollar invested, they should do so. This discussion has 
so far assumed that population and employment growth, in absolute numbers, is the goal, 
within a growth strategy. It has not yet acknowledged the problems cited in Section II, which 
were based on the absence of any effective mechanism to transfer some of the benefits 
of economic growth to a disadvantaged population. 

The shifting emphasis within subsidization programs has been justified, then, on efficiency 
grounds. It can be persuasively justified as well on social grounds, by broadening the 
benefit-co^ framework within which subsidies are considered, and at the same time in- 
cluding traditional subsidy-types in the "public assistance to social development" category, 
where they have in the past been assumed not to belong. 



To illustrate, a program planning and budgeting framework is used. First, imagine three 
separate systems, one local and state, and the other two federal. Each system has its own 
goal and set of programs with which to achieve that goal. These can be outhned as follows: 



♦ Jurisdiction 



State and Local 



EDA PubUc Works 
and Business Loan, 
SBA 



Goal \ 

Attract new industry to 
state or town 



Attract new industry 
and stimulate new business 
in qualifying areas; elimi- 
nate bottlenecks to eco- 
nomic development 



Program Set 

I Tax Holiday 

2. Industrial aid financing 

3. Interest Subsidy 

(etc., as per discussion above) 

1. Public Works/industrial Infrastructure 

2. Public Works/economic 

3. Business Loans 



Other Federal 
(HUD;OEO, DOL 
HEW, other EDA 



Relieve social problems 



1. Work directly with problem 
population in a number of 
ways, depending on function 
of agency 
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It is, first, acknowledged that EDA has as its end goal to lower unemployment and raise 
incomes; however, the industrial development bias is paramount, and is therefore stated 
explicitly for the purpose of this exercise. From the federal stalrdpoint, industrialization 
of a distressed area is desirable only because it is likely to tQcreas) the living standards of 
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a disadvantaged segment of the national population. Industrialization brings inconie and 
jobs, but as has been discussed, it is not always clear that these benefits "trickle down" 
to those most in need. It would therefore seem to make sense, if it were possible, to inte- 
grate these goal and program structures: 



Jurisdiction 



Goal Program* Set/Subprograms 



All levels Establishment of towns which simultan- 1 . Industrial location Incen- 

eously satisfy residents' gcograj^hical tives 
location preferences and offer satisfact- " Tax incentives 
ory levels of employment, income and Capital subsidy 

public services, as^easured by the rate Interest subsidy 

of "involuntary" out-migration for Wage Subsidy 

various population groups. 2. Industrial Infrastructure 

3. Social Infrastructure 
V 4. Human Resouft* 'Devel- 

opment ^ 
5. Community Plannhig 

The justification for this viewpoint can also be explained with reference to the "market 
for industry" cpncept developed earlier jn this section. That model showed that local 
gdvemments, or groups acting on behalf of local governments, attemp^t to maximize what 
is perceived as the town's utility function by "purchasing" a stream of income produced 
by industry. From the point of view of the individual community resident, the benefits that 
aceompany new industry and the costs required to secure.it are different for different groups 
ofpegple. New industry is in fact only a quasi-public good. Once new industry is acquired, 
its benefits cannot be withheld from any member of a qualifying group: skilled v/orkcrs; -% 
land owners, whites, etc. However, residents who are not members of one of these groups 
may not benefit at all or if they do, their gain relative fo costs may fall short of other groups.! 
The federal government's goal differs from that of local government since the distribution of 
benefits is considered by the federal government to be as important as the level of benefits. 
It is therefore in the federal interest to structure its programs in a way which will induce 
local and state government to use their resources with|n a common goal structure with fed- 
eral assistance. 

The question of groups and goals is an important one^ The point was made earlier that 
clearly, the poor have not had the means to organize iti order to prpvide their own incen- 
tives to industry which would locate to emijloy them. The group which s^tarids to receive 
the greatest social benefit from n^w industry is not attracting this industry. The social 

Ixhc benefits from industry include income from^employment resulting in direct and indirect forms. 
"If disadvantaged citizens, even if not employed directly by manufacturing, were employed in residen- 
tiary jobs which were created as a consequence of industrial growth, they would be receiving benefits* 
from manufacturing. Our field studies did not. however, show that this population was taking the places 
of workers who left residentiary jobs for employment in export base manufacturing. In fact, residentiary 
positions, broadly categorized as **service'* jobs, were found to be the most restricted to whites. ^ 
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return to subsidization would seem to exceed the private return in this instance. Official 
local groupsihave not been able to effectively represent this population. Therefore, the 
federal government falls heir to this problem which is both political and economic. 

Program Interdependency 

In subsidizing the federal goal of increasing the standard of living of disadvantaged groups, 
then, federal, state, and local goals should be harmonized. The fact that programs are 
very interdependent as to impact increases the need for goal coordination. Consider the 
following five program types: 

1. Programs concentrating on human resource development 

2. Programs concentrating on Industrial (physical) infrastructure development 

3. Programs concentrating on social infrastructure development 

4. Programs encouraging community-wide planning 

5. Programs concentrating on industrial location incentives 

Each of these categories has certain characteristics relevant to growth center development, 
but eachjilso requires the existence of the others. For example, programs to d^j(clop the 
human resource cannot assume that thei5roBra«u)utput ("graduates") will not move 
somewhere else. If such a migration possibility is accepted, then this program type is 
properly financed by a regional or national body. Two types of efforts, however, can be 
made to retain the developed human resource if the intention is to develop the population 
of a particular ce/iter: social infrastructure, including amenities, and job availability. 
Industrial infrastructure is geographically restrictive and fixed in nature. A water supply.^ 
system or industrial park cannot be moved. Growth center strategy would assume that 
policy would aim at utilizing the faciUty to maximum capacity, once the decision to 
invest is made. Both social infrastructure and human resource programs can help to assure 
that the labor force available to the users of the industrial infrastructure will grow, and 
that &local market for some firm' s products will develop through local population growth. 
Third, housing programs, like public works programs, are fixed as to location, and pre- 
suppose the growth of the city where they are located. Therefore, human resource de- 
velopment and industrial programs, if they increase the availability of workers and jobs, 
can increase the efficiency of this investment. Furthermore, human programs may have 
the effect qCd^creasing the deteriorization of housing units, through the development of 
_J3e^cr living habits. 

The interdependency of these programs makes their phasing important. It must be assumed 
that human resource development programs increase mobility. If the three program types 
are implemented sequentially, and human precede industrial programs, then much of the 
potential labor force trained can leave. An effort to avoid this by locating industry first, 
however, violates the principal put forward above that an industry may not locate without 
a labor force upon which to draw. If a benefit cost allocation is ever relevant within this 
environment interdependent federal programs, it must measure the effectiveness of any 
one particular program in achieving a unified goal by enhancing the other programs which 
are operating. Benefits attainable from an investment, say in subsidizing the location of a 
firm by using a wage subsidy, can be higher or lower depending upon the existence or non- 
existence of a labor training program. Simiiariy, the cost of achieving a goal by n^eans of 
a given program will depend upon the^^resence, relative or absolute, of other programs. 
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SUMMARY - SUBSIDIZATION OF GROWTH 



This section has shown that standard incentives to industrial growth in small towns are 
often neither efficient nor effective. Furthermore, ihe existence of interest groups with 
different economic and social goals, and a weakness in information and thus in bargain- 
hig power on the part of town representatives, tends to tip tl^ bargaining advantage 
towards industry,- in terms of costs incurred vs. benefits received. Ustly, the people who 
have the greatest need for the benefits industry can bring, the disadvantaged, do not have 
the power to '*buy" those benefits. 

The encouragement of industry to locate will not alone lowet unemployment to an 
^^ceptable level, as shown in Section 11. The best expendituit of funds from the federal 
sfehdpoint is that which will attract the sourc* of new econoAiic benefits, industry, and 
at the same time integrate the disadvantaged into inoustrial jobs. Since all public funds 
are limited, and since jsome local programs (tax-free municipal bonds) represent costs to 
the federal government, it is desirable from a federal standpoint to guide all resources, 
Socal state, and federal, to the «:hievement of federal goals. These goals involve a greater 
commitaient to alleviating the'plight of the disadvantaged than do the goals of either , 
local government or industry. If federal assistance is to be givfen to a town, it is desirable 
to ensqre that local policy will support the goals of that investment, and that other forms 
of federal assistance be made available as support « 

Any planning process entered into by federal and local agencies shou||i therefore attempt 
to achieve this end. The OEPP provides a vehicle for doing this kind of planning. The 
EDA program structure and allocation criteria should be modified in order to provide 
incentives for: 

1. industry to locate 

2. industry to hire the disadvantaged 

3^ towns to C9nserve fesources and to transfer income to the public sector 
4. towns to cooperate with federal goals by assisting the disadvantaged^ 
(which involves accepting federal programs with broad ''social 
planning"" content, on which towns haye been cautious.) 

Specific recommendations for program formulation on these points are contained in 
Section VI/ 
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SECTION V 



EDA GOALS. GROWTH CENTERS. AND SMALL TOWNS 
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K INTRODUCTIONl 



At this point in time, tHe Economic Development Administration is left facied with a sizable 
gap between the theoretical precepts of regional economics and resource allocation policy 
vis-a-vis small towns. Ajni agency traditionally oriente^d to the stimulation of industry in 
depressed areas, it increasingly receives the suggestion that it must make scarce resources 
count by allocating them to points of assured growth potential. It has been left undefined, 
however, except in the vaguest of terms, exactly what assured growth potential is. Too often, 
analysts have resorted to the normative exercise of attempting to set a mihimum size for a 
city with such potenti^, and this has resulted in even more confusion for ithe policy-maker. 
Economic space has b.^en analyzed dhd described, but few instructive conclusions have been 
drawn. 

The real question is: what effect should size, economic function, location and other charac- 
teristics of a to wn or city have on EDA's decision to provide assistance t^ it? Guidance 
supplied by.EpA to date has concentrated in the main on size, with a weakly defined sec- 
ondary assertion that economic function is important. The following diicussion will examine 
this question in relation to the foregoing sections, and will conclude by commenting on the Eco- 
nomic Development District and District Development Center concepts now being used by EDA. 

WEAKNESSES IN THE REGIONAL WELFARE MODEL \ 

i 

First, the regional welfare model described in Section I and summarized below can be found 
lacking as guidance for policy-making on two grounds: It ignores severM economic and pol- 
itical realities which either do not operate in the way predicted by the ^nodel, or which de- 
termine the way that the model functions, and thus cast doubt on the model's inevitability; 
and the conclusions drawn from it are not acceptable to a current program planner. The 
generalization which ignores the exceptions does not render the model iuseJess; because the 
generalization is a useful explanation of how economic development fdrces have in the past 
generally shaped economic space; the inability to formulate policy from it which will solve 
the major socio-economic problems is serious, however. The following! remarks will show how 
the model is divorced from reality in a significant number of cases. 

The model views an economic plain upon ^vhich economic gradients emanate from cities 
classified in hierarchal terms. Large uifcan centers possess economies of scale and agglomer- 
ation, and these and urban amenities attract employers paying high wages. The farther one 
moves from an urban center, the lower his welfare is in terms of income, land values, and 
job and educational opportunities. "Rural areas offer few opportunities for scale and con- 
centration and no ex:ternal economies." • The conclusions are therefor^ to put resources 
into **centers" and to encourage migration to cities with more opportunities. Berry, in the 
paper quoted from, concludes that, **perhaps the greatest payoff in terms of both employ- 
ment and unemployment seems to lie not in putting resources into centers very- much smaller 
than this maximum (250,000) however, but in using the public treasury to enable centers 
close to fliat point to achieve self-sustaining growth." 

iBerry, Brian J.L., SPATIAL ORGANIZATION AND LEVELS OF WELFARE: DEGREE OF METRO- 
POLITAN LABOR MARKET PARTICIPATION AS A VARIABLE IN ECONOMIC DEVELOPMENT. 
Paper prepared for the Economic Development Administration Research Conference, Washington, D.C., 
Februaiy. 1968. 
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The model as stated ignores the following current events artid professional opinions: 

1. Industrial firms with regional upgrading potential have located, in. significant numbers, 
in selected small towns. These firms have located because of acceptable'transportation and 
market accessibility, because of the existence of a labor force, and becaiise.of town sales- 
manship. » y 

2. Certain small towns are upgrading the living standards of large population groups. 
This is not the same argument as often given in defense of rural liying, that some people 
"like to live in rural areas." This argument is based rather on the fact that populations who 
for various reasons are still living in rural areas, are having their welfare upgraded by the devel- 
opment experienced by some towns. Evidenceof th\$ has been given in the foregoing sections, 
which shv^w that small towns can command sizable labor markets, and have helped to stem 
out-migration from multi-county areas. < 

3. The towns do require assistance for public services as shown in Section III. Thus they 
qualify for aid on a "need" basis. 

4. The assertion that human development programs should be encouraged to increase 
human mobility and to encourage migration t-» areas with greater oifportunities is fully sup- 
ported by this report. As discussed below, the time required for this mechanism to pro- 
duce results is unfortunately longer than the economist would destre. Therefore, this report 
is recommending programs in addition to that of education. . A restatement of the recom- * 
mendation that migration should be "guided" to regional growth centers and away from 
urban ghettoes should be that migration which occurs despite the programs implemented \vt- 
small towns be guided, where possible. Problems may be encountered in directing migtation. 
since the black population will have to break with past migration habits;, which have taken 
them out of the region into big city ghettoes. In addition, direct incentives to migration 
would have to prove effective, a question on which there is little evidence to date., 

5. The "directed migr..£ion only" program for small towns, concentrated on human re- 
source development, assumes that local governments are presently disposed toward imple- 
menting these programs. The model ignores the existence of a political superstructure on 
the economic plain, and does not recognize that it is essential to develop programs which ^ 
will result in the cooperation of local institutions with federal goals. 

6. As discussed at the beginning of Section I. the differences in service efficiency between 
large urban centers and small towns, are probably less than have been claimed. Investment in 
small towns is justified on equity grounds, but the fact that efficiency losses will not be as 
great as supposed adds support to the argument that investment in selected small towns should 
be undertaken. Also, increasing social disruption in large cities caused by in-migrants is likely 
to lower the alleged big city efficiency advantage, with particular reference to police, fire, and 
"city hall" ser/ices in general. 
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Yo clarify the major point being made here: All of the disadvantaged population in rural 
areas will not respond immediately to greater opportunities elsewhere, even if provided 
with relocation incentives. This is mostly due to the activities of small towns and the 
leadership ofthese towns, and to the location preferences of some industrial firms; these 
towns attracT industry, which in turn provides jobs, (\lthough the disadvantaged do not 
receive "their choice'' of the jobl the new opportunities that do exist partially suppress 
out-migration). 

A second type of criticism of the model deals with timing, social needs and political 
feasibility. 

1. Awaiting migration which would equalize returns at the margin is correct in theory, 
and v/ould be acceptable in a policy sense if there did nht exist an interim period during 
which the disadvantaged remain extremely uncomfortaole. (jpor the extremes in discomfort, 
see the New York Times account of the activities of the Tufts Medical Center in Mound 
Bayou. Mississippi. 1 ). An '^education only'' policy, therefore, does not recognize the urgency 
of the social problems existing. 

2. Since the very poorest conditions for the most part refer to the Southern black, and 
since he has not tended to migrate to centers within the region, the choice may be between 
solving his problems in the small town or in the large northern city, unless he can be con- 
vinced that the regional center is a viable alternative* 



3. It is extremely unlikely that the strong political forces with constituencies in rural 
areas will allow resources to be completely diverted to cities of 250,000 and above. 



New York Times editonal page, March 26. 1<J68. 
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ECONOMIC DEVELOPMENT DISTRICTS AS CONCEIVED - PROBLEMS 



The EDA development district concept was developed with reference to; but not with any 
strict dependence on, the mgdel described and criticized above. The development district 
is a concept and structure w^ich encourages planning over a broader area than that con- 
tained in a county, which has previously been the evaluative and program unit for EDA fund- 
ing. Thus, the EDA development district Overall Economic Development Program (OEDP) 
requires that local community^representatives reach agreemjent on what economic goals are 
attainable for a district, this dfstrict being large enough that some form of economic activity 
is viable within its boundaries. 

Development Centers 

The disftrict concept requires that a ''development center" be recommended by the district 
organization; this center should have ''the potential to stimulate the economic growth of the 
district as a whole,".and "sufficient population, resources, pubUc facilities, industry, and com- 
mercial services to ensure that its development can become relatively self-sustaining." It 
should be "geographically and economically so related to the district that its economic growth 
may reasonably be expected to contribute significantly to the alleviation of distress in the 
Redevelopment Areas of the District. "^ 

The size of the center cannot be over 250.000, and it should generally be greater than 10,000. 
Operationally, it is usually the largest city in the district which is chosen; in the two districts 
studied, the centers are of about 30,000 and 50,000 respectively. 

The guidance which the regional hierarchy model n^av provide to the district-center structure 
is rather ill defined. Research for the Upper Great Lakes Commission defines at least two 
classes of city above the potential district centers - metropolitan centers of 177,000 to 
3,550,000 (Grand Rapids to Chicago) and wholesale-retail centers of 32,000 to 150,000 
(Waus^u to Bay City-Saginaw). The "secondary growth centers which are possible district 
development centers are generally .less than 20,000. In the model, grow^th is intended to 
"trickle down" from large Centers to smaller, the district centers acting as amenity and com- 
mercial centers for m&lti-county areas. Presumably, the primary means of growth "diffusion" 
is participation in metropolitan labor markets: this would involve a nest of commuting rings 
reaching from larger cities to smaller, with a sizable portion of the work force along each 
ring commuting to the next larger city class. If the model were interpreted literally, infra- 
structural investment would not be allocated to the district centers, which are only 20,000, 
but to the cities "close to autonomy," presumably the wholesale - retail centers. 

EDA has invested substantially, however, in industrial infrastructure in both District Centers 
and other towns in the District. This study of two southern development districts finds 
agreement with this policy, as has been made clear in4)revious sections of this report. Rather 
than counsel EDA to limit infrastructural grants and loans to cities larger than District 

^ SUMMARY OF PURPOSES AND PROCEDURES OF THE ECONOMIC DEVELOPMENT DISTRICT 
'PROGRAM. U.S. Dept. of Commerce. EDA. July 1966. 

V 
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Centers, we would advise EDA to consider viewing the District as a group of labor markets, 
the center of each needing considerable funding attention regarding a broad range of ser- 
vices. This sub-division is needed not only because it allows the most relevant delineation 
of an ''economic area,'^ but because it will form the basis for transferring economic growth 
benefits to residents badly in need. It is, further, an adjunct to a mechanism which does not 
function as supposed. 

The concept ot a district center ''diffusing" growth into surrounding towhs does not corres- 
pond to-^^lity in the districts studied, outside of a rather narrow commuting radius from 
the city. (As discussed in Section I, commuter^ come-from as far as forty or so miles away; 
but the vast majority of commuters fall within a radius which probably does not ex- , 
tend half that far.) The greatest radius of influence is for retail services. Other than with 
reference to a labor market, other significant growtjji diffusion processes do not seem to be 
operating between district center and other towns. The other possible means of diffusion 
would be purchase of raw materials by centers from towns, sale'of factors of production in 
either direction, or sale of products manufactured in the smaller towns to the centers. These 
relationships did not exist to any great degree. As discussed in Section I, increased quality in 
road trans.-jort'has led to industry locating in the smaller towns which imports factor in;7Uts 
other than labor from hundreds of mOes away, and exports the product from the region. 
There is little trade, therefore, between industrial units located in the District Center and in 
surrounding towns. 

Necessary Steps Toward the Development of Labor Market Areas ^ ^ 

The thought developed so far is that EDA's development district i\ most defensible against 
urban center eff iciency arguments if the district is designed as a group of well-defined labor 
markets, each controlled by a center. Several tasks lie ahead in the implementation of this 
concept: 

1 . The relationship of accessibility to ehiployment and to other welfare variables needs 
to be more clearly defined. This will require both genera:! research by EDA in several repre- 
sentative areas, and increased practical rejiearch and analysis by district planning staffs in 
their own districts:' 

2. Much more complete information on the labor force, actual and potential, is nece- 
ssary. The first part of Section II, above, outflftfies the categories within which'data must be 
obtained, in ordgr to rationally plan the develoi>ment of an area around its labor market 
potential. 

Accessibility to Jobs and Services 

There are numerous problems to be solved in implementing a labor-market-based develop- 
ment strategy. There is almost no information now on the relationship in rural areas of 
*acc(fssibility to: 1 ) employment status^e.g., underemployment* nonparticipatibn; range of 
job opportunities, Avages and upgrading), 2) public service consumption (e.g., trips to health 
clinics; participation in educational or job training programs, welfare registration; Food 
Stai;np purchases), 3) private consumption (e.g., range of shopping opportunities - effective 
cost of living; recreational trips), 4) mobility (e.g^, commuting dynamics - first commuting, 
then niigrationj propensity for intra - versus inter - regional migration), or 5)^ integration into 
the community (e.g., participation in organizations; degree of "alienation;" possession of 
**information'7on jobs, services, and community affairs). 
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Since the growth center strategy focuses specifically on the utilization of certain growth 
poles by their hinterlands, it is perplexing that ho one has investigated the extent to which 
such utilization is influenced by the accessibility conditions of the population in hinter-^ 
lands J Large cities might well be the recipients of much ipigration from the hinterlands* 
which occurs precisely because accessibility is so deficient that the hinterlands population 
cannot exploit the job, trading, and service opportunities at smaller cities which are closer. - 
Once a rural resident recognizes that he has to migrate if he is to enjoy the ^standard of living 
he wants, thje choice becomes tilted in the direction of the larger city, which clearly offers 
greater diversity and intensity of opportunity. But j|lie resident's preferred choice^ might well 
* be to trade off such opportunities for the sake of nJiintaining ties to family and a familiar 
environment. Smaller cities which are 50-100 mile/ away might meet such preferences. But 
roads may be bad or cars can't be afforded. Comnfuting is therefore expensive or unfeasible. 
Housing is in short supply in the smallef cities, in trge part because of capital market imper- 
fections which the larger city is 'spared. Retail ani service sectors have not developed, pre- 
cisely because low accessibility has reduced the site of the potential customer market below 
the threshhold required by merchants for profitable, less risky operations. Job opportunities 
are not as generous as in the larger cities because firms considering location may have been * 
discouraged by the size of the labor market accessible to prospective plant sites. Confront- 
ing these factors, the resident rationally chooses to migratefto the larger city if he chooses to 
migrate at all. The fact that the smaller cities receive the number of migrants that they do is 
a testimonial in part to the desire of rural.migrants to mainfinn ti^with their home areas of 
i origin even at significant cost in job and consumption opportmiines. 

It must be stressed that the area transportation system is not synonymous with accessibihty. 
Accessibility requires not only good roads, but the availability of cars, transit, and the money 
to operate them. The latter concerns are paramount in the question of accessiljility and its 
impact on jobs, consumption, and mobility. Unfortunately, research is lacking on the ques- 
tion of transport availability in rural areas. The question indeed has come to the fore in urban 
ghetto areas 01% recently, even though "travel behavior" in large cities has been explored 
time and again with expensive, sample household studies. * 

Improved Labor Market Information 

Section 11 and the journey-to-work discussion in Section I have adequately spelied out the 
problems with labor information presently available. The most encouraging effort to date 
to remedy this situation has been the Smaller Communities Program at the U.S. Department 
of Labor. 

However, an approach much more satisfactory than this project in which a mobile unit spends 
a short period in the tovC'n, would be a continuing effort by an on-the-spo planning staff 
possessing the necessary techniques. The cooperation of the State Employment Service, and 
of the U.S. Department of Labor, is essential. Further suggestions are given in the next Section. 

^Awareness of the seriousness of the transportation to work problem for the unemployed is increasing. '^Exper- 
ience shows that transportation problems are by far the prime cause of tardiness or absenteeism among the 
)tard-core unemployed.** (National Alliance of Businessmen, Region II office: GUIDELINES FOR INTRODUC- 
ING THE HARD CORE UNEMPLOYED TO A PRODUCTIVE JOB. published by the Prudential Insurance 
Company, August, 1968. 
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ECONOMIC DEVELOPMENT DISTRICTS IN PRACTICE - PROBLEMS 



Interviews uvtc conducted with Ddvelopnient District representatives in the t\\!o distric ts 
studied. Problems apparent with the district structure and cof^cept as viewed ck the time 
appeared to be the following: J ' \ 

7. There seemed to be little ij any planning going on at the district level of a nature 
that involved cfwices between resource allocation to one town or area and another 
There did not appear to be an awareness that choices are the critical elements of a planning 
process. 

The district organizations act a$ collection points for suggestions by district citizens 
W institutions. Once project ideas are stimulated, it is very difficult to make economically 
rational choices among projects, or to view these projects as part of any overall district plan. 

i. Whik' those staffing District offices now have a reasonably clear picture of the loca- 
tion and magnitude of problems, in terms of income differential or unemployment, it is less 
clear that district staffs now have the training nnd information necessary in order to properly 
visualize the details of the problems and their solutions. 

* 4. There is generally an extreme shortage of data and information at the district level 
which would permit current evaluations o/ progress in the district. 

f5. There is a primary emphasis on industrial development as a solution to district prob- 
lems. A realization may exist that solutions must be broader than this, but few plans for im- 
plementing broad-based plans seemed lo exist. 

6. District staff, because they are'purposely drawn from knowledgeable local residents, 
are subject to the same types of non-objectivity with respect to social problems and solutions 
that most local residents are subject to. The planning goals section of the OEDP is often . 
written by an economist local to the district and subject to the same non-objectivity. 
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THE OEDP 

The Overran Economic Development Program (OEDP) is a requirement imposed by EDA 
in order for a district to become ^'designated/' The general goal of this effort is to lead local 
area residents to contribute to a plan for their own area's growth. An examination of a num- 
ber of these documents leads to the following observations: * ; 

L The OEDP represents a useful cataloguing of economic and social statistics which 
provide a general description of the county or district. 

2. The OEDP does not discuss economic relationships between sectors or cities, even 
in the briefest form. 

3. The OEDP does not relate any of the social problems discussed in it to alternative 

solutions and methods for selection of the most effective solution. 

* * 

In short, the document lists problems but does not consider the scarcity of resources, and 
therefore does not attempt to outline ways in which resources should be allocated to solve 
problems; seldom are priorities mentioned. In no discernible way then, is the OEDP a plan 
or a program. 

The document serves the first step only in economic planning-getting some local institutions 
and people involved. If EDA is to bridge the gap between research which has already and 
should in the future be performed, and resource allocation between and within districts, a 
significantly greater planning effort must come from the districts. High priority needs are: 
an investigation of inter-^ity economic relationships, particularly commuting and trading; 
growth rates in major employment categories and in industry classifications, historic and 
projected; migration information obtained from selected samples in urban and ijiral areas; 
and particularly labor market potential, covering the items in Section II. This can only .mean 
more funds allocated to local research and planning, which ^jhould go into activities on one 
or more of three levels: more staff positions in the district organization, to include ofie 
fully qualified efconomist; more staff positions on the regional level, so that field assistance 
could be provided to the districts; and/or consultants hired to assist in the above research 
and planning activities. EDA should require an exijlicit statement of major district goals, 
alternative programs, and an economic analysis of these programs regardiilg their relative 
ability to attain the goals. 

Recommendations for program revision and emphasis are given in the next section ( VII : 
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VI. INTRODUCTION 

EDA today appears to tlie outside observer to face an identity crisis. An uncertainty aboutr 
goals results from three major facets of its operations: first, a focu^on unemployment, low 
income, and out-migration as criteria qualifying distressed areas for assistance; second, a basic 
ci^mniitmcnt to industrialization as the prime vehicle for economic development; third, a pro- 
pensity to allocate the largest portion of its funds to public works grants and loans. There is 
nothing Inconsistent about these three elements, but the second and third do not inevitably 
lead to a solution to the problems stressed by the first. Although recent location motiva^n 
surveys have not revealed that public works are mjyor industrial location incentives, it is Kh<^n 
that they are important "facilitating" services, and therefore are very important in allowing an 
area to industrialize. The important policy point, hdwever, is that the attraction of industry 
does not necessarily result in an end to high unemployment rates or to regional depopulation. 

In the preceding section, we have recommended that EDA adopt a broad goal which, will fur- 
ther and explicitly define "economic development to include the equitable treatment of dis- 
advantaged population segme^its. We have also concluded that this can be done most ef- 
fectively by assisting qualified sTtiaU towns and smaller cities as well a^larger cities. Con- 
centration on larger cities alone inadequate because the mechanism for diffusion of growth^..^ 
benefits does not operate satisfactorily, and because an outmigration policy is not expected 
to provide timely and reasonable solutions to urgent poverty problems presently existing 
in rural areas. , v. v ^ 

The pevelopment District concent has been judged, according to results from the field studies, 
to be a generally appropriate planing framework for rural areas. However, the use of the Disr 
trict Center, and the observed type of planning activity in District offices, need considerable 
attention. , ^ 

Specific reco^mmendations to EDA>^follow. 

EDA POUCY EMPHASIS I * V 

1. ^pA sHould make an explicit policy statement, and broaden its program concerns ac- 
cording^', in the direction of solving the hard-core unemployment problem. It is i;i a unique 
position. tp. assume this role, since it is empowered lo provide public works infrastructure, as 
well as trJiming grants, to firms which can benefit from new small town sites. ED'A is per- 
haps in a better position than any other federal agency (with the possible excep^ffon of the 
Department of Labor) to act as a planner for industrial location and as an advisor on indus- 
trial policy regarding employment. Excellent relations exist between state industrial devel- 
opment boards and EDA field coordinators. EDA, therefore, can exercise leverage through 
its grant and loan programs, and has a jjieveloped institutional net>j/ork with which to act 

an interface between industry and the unemployed. 

2. Rather than spread its resources thin by providing aid to all small towns and cities 
which qualify under EDA's statutory definition, as EDA continued to do even under its new 
District organization, EDA should coricentrate investment on those urban points which hold 
promise as growth centers. It has been shown in Section I that growth centers that will ac- 
complish federal goals need not be restricted to larger cities of population size 250^000 and 
above. Some smaller towns and cities of size 10,000 to 50,00® can effectively function 
toward larger hinterland areas as growth centers radiating employment, trading, and public 
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service benefits and acting as the focus of migration and continuing political and social as 
well as economic development. The concept of growth or "target" center as used here, 
th^, goes beyond the District Development Center concept* in that it includes both the 
Development Center and other selected smaller cities. The efficiency of these smaller towns 
and cities as economic development loci may not be appreciably less than the efficiency of 
larger cities. The advocates of exclusively utilizing larger cities as growth centers have exag- 
. gerated the economic benefits and minimized the political difficulties and the unnecessary 
costs in social disruption. 

In awardinj^ assistance to smaller towns^and cities having potential as "growth centers" EDA 
should include in its award criteria the concepts covered belgw, under Field Level Or^aii- 
ization. 

EDA RESEARCH * 

The Office of Economic Research, EDA should concentrate research funds on several areas 
deemed important by this study: ^ . 

1. Research funds should be allocated to better labor market description methods. This 
would involve the design of more comprehensive and more extensively administered survey 
instruments, and conducting pilot tests of these instruments. Information obtained in such 
surveys must include location (and commuting capability), job history, and employability 
needs, such as health problems, etc. An attempt must be made to quantify both underem- 
ployment and labor mafket potential represented by people not now in the labor force. 

This research effort would appropriately be carried out jointly with the Department of Labor, 
and involve the cooperation and assistance of the State Employment Security Offices and EDA 
field personnel. - 

2. Job accessibility, based on the availability of private or public transportation per worker 
(not per family) and time incurred in journey to work (which measures road quality, system 
design, and distance) should be studied. This can be done in conjunction with research 

task N J. 1. There were strong indications in our field stiidy that transportation was a criti- 
cal factor in both the poor labor market utilization of the hinterland population, and in the 
failure of hinterland population to exploit the consumer opportunities of smajl town/city 
trading centers and the recipropal inability of those trading centers to offer higher quality 
and more diverse retail and service opportunities (see Section III). It is important that EDA 
.Econof^c Research activities be closely coordinated with the Qevelopment District analytic 
activities, since it is (below) recommended that district-specific research* be conducted in . 
the field on labor market definition and accessibility problems. 

3. EDA should assume a role in developing wage subsidy programs for rural areas. This 
would involve cooperation with, and preliminary research on, present wage subsidy programs 
in existence at the Department of Labor. What is envisioned is a federally administered pro- 
gram with Regional and State involvement. It is seen necessary because present industrial 
location incentive programs are wasteful and ineffective, and because more effective means 
are needed to induce industry locating in rural areas to employ the more disadvantaged ele- 
ments in the population. The administration of this program is discussed helow under field 
cooperation with states. 

4. EDA should investigate the capital market constraints on the development of smaller 
towns and cities. Local banking practices and investment patterns should be researched. It 
may be that business loans or better education of bankers could have a significant impact in 
expanding the capacity of small towns as retail and service centers and as foci fonmigration 
by facilitating housing development. 
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5* While research on producing better labor market information will enable EDA to bet- 
ter delineate natural development areas, to identify target centers for investment, and to im- 
prove the omployability of the disadvantaged, research conducted in selected areas on mi- 
gration trends will provide EDA with a more instructive view of the value of various private 
and public activities. EDA and other federal agencies are badly in need of recCnt migration 
data which will reveal the characteristics and motivations of people entering and leaving rural 
areas. 

ALLOCATION OF EDA FUNDS TO MAJOR PROGRAM ELEMENTS 

It is suggested that EI^A guide its program emphasis decisions regarding amounts to be al- 
located to public works, technical assistance, and business loan programs, according to ad- 
vice on district and area priorities given by field coordinators, district directors, and what- 
ever additional planning staff they are to receive. Needs are area and district^sBfi^ffifit^!^^ 
methods of setting priorities are covered below. Generally, however, it is assumed that pub- 
lic works programs, as a proportion of total program funds, would decline in importance, 
with technical assistance assuming a much greater role. 

To emphasize one program recommendation expanded upon below, it is essential to the de- 
velopment of rural areas to obtain a much greater commitment of fun d s f o rjgadership de- 
velopment and training. The lack of ability in some areas to complete applications for fed- 
eral assistance, to realistically identify problems and consider solutions, and to organize com- 
munity action toward implementing solutions, make this need dramatically apparent and 
critical. ^ 

FIELD LEVEL ORGANIZATION AND ACTIVITIES 

In Section III, service provision problems were discussed, using the concepts of,first, a **tar- 
get neighborhood'* and second, a **dehvery system*' used to provide services to clients with- 
in the neighborhood. For EDA 's purposes, this study views EDA *s ^^target neighborhood** 
as a cohesive and definable labor market surrounding a city: the cities will include both the 
District Center and other . smaller towns, so that a District will contain mare than one such 
market and center. The "delivery system** to date has consisted of the field coordinator in 
an administrative role, area and District personnel in a problem-identification and coordin- 
ation role, the city government as a recipient of the public works service, which is in turn 
**provided'* to the firm or to population groups, and the firm itself, which receives loans 
or tt^'hnical assistance and is supposed to issue a service, in turn, to the population. 

Problems have been cited throughout this report regarding the ultimate delivery of a *\ser- 
vice'" to the population which needs it. The following suggestions relate to the develop- 
ment of field-level personnel, from the state to the town level, who can identify problems, 
request funds, and evaluate results, acting to coordinate the efforts of state, town»firm, other 
federal agencies, anil commumty groups. ' 

« Recommendations are made on the basis of needs observed and analyzed; if mechanisms 
^e suggested here which, in EDA's opinion, are already implemented, this is an indication 
of a gap between intentions and accomplishments.) / ^ 
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L EDA. through field representatives who will probably remain the Field Coordinator 
and District Director, should coordinate closely with firms considering location or expan- 
sion in the area. This is already done to some extent, hut the level of coordination to date 
has generally not accomplished the goal recommended by this study: the involvement of 
the firm in the town's employment problem. 

It would be unwise to attempt to impose requirements on the hiring policy of the new firm, 
since fhis could cause the new firm to locate elsewhere. However, the field studies showed 
several instances where local government advised the new firm on hiring policy, to the bene- 
fit of unemployed blacks. Since acquiring a labor force is a primary concern of management, 
it is possible to offer, in a nonthreatening way, information on labor market potential, which 
should include information onskillspossessed, and training required, by different segments 
of the labor force. The local EDA representative should foster discussion, at the earliest date 
possible, between local government and firm management, which should include a frank dis- 
cussion of the area's employment problems. 

Actually, if the field studies and other research on the subject are representative, it is the 
earlier-locating firms, making expansion decisions, which offer the best opportunity lOr the 
unemployed. This is so, it is believed, because the following process generally takes place: 
when a new firm Ibcates, part Qf its labor force is obtained from other firms in the vicinity. 
This is true particularly when, in a high-growth city, the last firm to locate may have the 
most advanced technology and offer the highest wages. Therefore, the older firms must fill 
the slots vacated, and find it necessary to lower hiring requirements. At this point in the 
firm's decision-making process, it is critically important that some institution influence the 
firm to adopt a pohcy to hire and train the unemployed. As shown in Section II, the town 
and local employment service office too often do not perform this function. The local EDA 
representative, as one involved in the area's economic plaiming, can play an influential role 
in this process. The foium within which this dialogue takes place can depend on local cir- 
^ cumstances. A local club or social organization could in some instances be as helpful as a 
formally organized planning committee. 

EDA assistance should be used selectively to further both the goals of town growth and em- 
ploying the hard-core. It is thus unlikely that a public works grant, for instance, could be 
withheld until commitments were received from industry, because this could result in no em- 
ployment opportunities being available at all. It would make sense, however, for EDA to re- 
quire that local government and industry officials contribute jointfy to a ''plan" accompany* 
ing the apphcation for that grant, showing that they recognize the need for upgrading the 
employability of the hard-core, perhaps with a request for an accompanying technical as- 
sistance grant. The local EDA representative should act to make local officials aware of 
available assistance programs other than those for public works, such as wage subsidy pro- 
grams. 

2. The field staff. District or otherwise, should have at its disposal research funds with 
which to: analyze the labor market structure of the district or area and to select ^'target cen- 
ters*' and work closely with local government, community groups, and other federal agen- 
cies to improve employability and living conditions. (See target center criteria below.) 

3. Staff positions should be established in small towns and subsidized by EDA grants, 
for planners, who would work closely with District personnel. These could conceivably 
be interagency, rather than strictly EDA positions. Such staff'would in fact emerge as 
''advocates" of development within the informal policy-making process of such county and 
city governments. They would also provide the critical skills necessary to analyze problems. 
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direct comprchciiiiivc planning ctTorts, prepare tuntling applications, and develop sound in- 
dustrial st)licitation. Continuing training programs or ''professional meetings'* for such staff- 
workshops, seminars, etc., should be conducted on the regional level to upgrade their skills, 
keep them abreast of newly developed planning methods and concepts, raise their prestige 
within their home community and thus their de facto political resources^ boost their morale, 
increase tlieir understanding and ability to be effective m rural or small town poliL*y-making 
processes, and siniply to share ideas and experiences. The^ planners with the comprehensive 
skills needed are not in large supply. 

FDA might^consider the establishment of an academy for such community planners, on a 
regional or national basis (a "West Point'' of community planning ). Such an academy might 
accept nominees from rural areas and small towns who met testing standards, put them 
through a 4 or 5 year work/study program, and send them back to their home areas with sub- 
sidized pay, prestige, and a committment to ''serve'' for 3 or 4 years. The program might in- 
clude multidiscipHnary professional training which would prepare the individual for both 
physical and social planning. The program might include a year as well as several summers 
working as a planner in the home area. Such experience would not only be educational, but 
would increase the acceptance and credibility of the planner in the eyes of the home com- 
munity and#power structure. The j^rogram could also expose the student planner to a wide ' 
range of environment — big city, small town, rural, etc., for his education. The emphasis 
should generally be on strengthening ties to the nominating community, however. Perhaps 
the students could do 15% of their training at local state institutions and 257c at some spe- ^ 
cially organized pro-am in a prestigious big city university. Such a strategy would help de- 
velop l(?cal colleges and increase their involvement in community and regional development. 

4. EDA should also offer training to other actors in rural communities and smaller towns 
who, while not on publicpayrolls, would easily assume major planning and leadership roles 
in the community. Workshops in local development could stimulate both commitment and 
knowledge for bankers, managers of utilities, iirm managers, newspaper editors, mayors, etc. 
Our field experience leads us to believe that there would bt? widespread interest by such 
groups in workshops, if they were inexpensive, short in duration, well done, and prestigious. 
Workshops that would take the participant out of the area for a few days and thereby in- 
volve some costs to the individual and his sponsor are most likely to generate the prestige 
necessary to attract interest and increase respect (and thus effectiveness) for the participant 
when he returns to the community. Perhaps EDA could then run a local workshop, usin| 
the graduates of the workshop as directors and teachers. 

The proposed programs 3) and 4) are ones which promote the diffusion of growth by poli- 
tical and institutional means. They are based on an explicit recognition that small town 
growth can be stunted, as shown in the last pages in Section I, by the lack of concensus on 
the form which progress is to take. 

5. In order to obtain the involvement of District Directors and staffs in these activities. 

It would appear that three types of action are required on the part of the Office of Develop- 
ment Districts: the provision of additional staff positions and research funds to the Dis- 
tricts, the continuous training of directors and staffs in research and commuTiity planning, 
and the requirement that grant and loan appUcations be adequately documented regarding 
the impact of a project on the hard-core. 
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INTER-AGENC Y COOPERATION AT THE LOCAL LEVEL 



An important <;uihrent area of discussion regarding federal program revisions concerns how 
federal agency delivery systems should be coordinated, and at what* level. A number of 
comprehensive programs have, been in operation for some time, including the Community Ac- 
tion Program, the Concentrated Employment Program, and the PUpt Neighborhood Service- 
Center Program. The premise of these-programs, as discussed in Section V, has been that a 
disadvantaged client with multiple needs may not be helped significantly if only one of those 
needs is met. The example was given of a client with^both health and skill-training needs who 
will not be able to hold a job if he does not receive assistance for both needs. A single-point 
delivery system (either in record-keeping or location terms) will raise the likelihood of all 
client needs being served. 

The "delivery" of EDA services is seen in a different light since they extend benefits to the 
population througli infrastructural and institutional forms-water and sewer facilities, indus- 
trial partes, business loans, and other forms. As this study has concluded, however, this char- 
acteristic makes it no less important for EDA "clients," e.g., the unemployed, to have access 
to all other services to render them more employable. This is important enough that EDA 
should do its utmost to ensure that all service needs are identified and provided by other 
state and federal agencies in locations receiving EDA assistance. If this is not done, there 
will be a significantly lower probability of success for the EDA programs alone. 

What is suggested, therefore, is that the local EDA representative, ideally the District Direc- ^ 
tor, become involved with other federal and state agencies planning for the area. The insti- 
, tuti6nal framework within which this can be done will depend on what is available in a given 
location* If a "comprehensive" program, such as a Community Action Program, is available, 
it would seem reasonable to enter into a cooperative planning arrangement with the CAP; if 
a HUD planning organizatioil exists, here is another opportunity. A most important point to 
note is that often, an EDA representative will be more acceptable to local government m 
small southern towns than wOl a rej^resentative of OEO and possibly more so than represen- 
tatives of other federal agencies. This allows EDA to assume a -coordinating role for filling 
community needs which may not be given to otl\er agencies. 

An example of an excellent inter-agency project can be given. A large indigenous food pro- 
cof sing firm in the Mississippi Delta has recently received an EDA business loan and a tech- 
nical assistance grant for the training of workers; the Mississippi Concentrated Employment 
Program, operating on DOL and OEO funds, is providing the training methodology; and the 
local OEO CAP is providing day-care and other facilitativ^j social services. Thus, most of the 
bottlenecks to employment are eliminated^ simultaneously. 

INTER-AGENCY COOPERATION AT THE STATE AfiD COUNTY LEVEL 

It isof tiic utmost importance that e6a and other federal agencies coordinate closely with state 
and county officials in industry solicitation and social programs. An example of particularly 
^ close cooperation exists in South Carolina, where the EDA Field Representative, the State 
Development Board, and the State Technical Training Institute discuss development plans on 
a regular basis. It is less clear that the State Employment Service is involved in this flialogue 
as much as it should be. Thus, the needs of the less ^employable could be more explicitly 
considered than they are presently, if a more completely coordinated attack existed. 
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The South Carohna picture of cooperation stands invontrast to more fragmented efforts in 
other states. Development agencies in Mississippi, including the Mississippi Employment Se- 
curity Commission, are making serious efforts to improve this picture in that state. 

The need for tnis coordination in strategy has been made clear in the preceding pages. The 
returns to t'ederal investment iH rural areas can be influenced greatly by the activities of state 
and county officials, who may act either independently or in concert with federal efforts. 

SELECTION CRITERIA FOR LABOR MARKET CENTERS 

EDA, it has been suggested, should allocate its resources so that industrial firms which re- 
ceive, directly or indirectly, assistance from it, are able and willing to employ the population 
in rural areas. Grants and loans would be focused, within Districts, on certain centers of al- 
ready developed or developing labor markets. These centers will include the District Develop- 
ment center but may also include towns considerably smaller. Criteria should include these: 

1 . The length of an average and of a maximum commuting radi^is from the town as an 
employment center. The longer the radius, the more important the town is likely to be to 
a broad hinterland. 

2. The success of a town to date in attracting employment sources. This will tend to sub- 
sume such criteria as resource availabUity and other, less obvious, inducements to industrial 
location; what is concentrated on, then, is historfc success in attracting industry, which will 
be an indication of future probable attractiveness of the town to further industrial location 
and excision. A measurement of this in the smaller towns can be the percentage of town 
populatron in industrial employment. Note that industrial employment alone is concentrated 
.upon here, because in the smaller towns, manufacturing has been much more important in its 
employment effects than has the service sector. This will be less true, the larger the city. 

3. The commitment of town officials to both industrial growth and to solving un- and 
under-employmem problems should be strong. This is necessary because the town govern- 
ment is in a posiiSn to help or impede the improvement of the living conditions of the dis- 
advantaged, with public services of all types. Also, it is important that a common front be 
presented to the locating firm by the state, town, and by federal agencies. If separate deals 
can be^made with the town, the firm,may not cooperate with EDA and other federal agencies 
in attempting, to realize employment goals. 

4. In addition to employment centers akeady developed, another likely opportunity for 
investment may be considered. Some small towns in rural areas have already attracted much 
federal assistance in the form of Concentrated Employment Programs and Community Action 
Programs, but still^lack employment sources. Thus, the employability of many of the disad- 
vantaged population is being increased, but the placement problem is critical. The potential 
pay-off to an EDA investment which would attract an employer is extremely high. A simple 
information interchange between EDA and DOL would show the potential for this activity. 

In summary, an examination ormanufacturing firms located in the Development District ^ 
will show a few cities which afre the largest employment centers in the district. These may 
(and probably will) be cities of quite different sizes, the largj^r being service as well as manu- 
facturing centers, and the smaller being mainly manufacturing centers. In the initial examin- 
ation, no sizable segment of rural population should be left without a preliminary-desfgnated 
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center within 30 miles. (A further study of accessibih^ty problems existing will allow final 
definition of this distance between hinterland and center.) Thus, a larger city may have-a 
population of 50,000 and a labor force (city plus hinterland) of 25,000; 50 miles away may 
exist a sizable rural population (several towns of 1000 to 3000) who arc within 30 miles com- 
muting radius from a town of 7,000 with an effective labor force much smaller than that in 
the larger center. Unless reasons exist for choosing to radically improve transportation be- 
tween rural areas and the larger center, the smaller town should qualify for attention Us a 
growth center on employment potential grounds* 

Next, the planner should superitnj^se on this ''employment map'* a map showing existing 
federal and state programs of a labor-developing nature, and also a crude "mapl* of political 
commitment to progress. The latter criterion is likely, as a means of selection, to be signifi- 
cant only when two towns exist which are equally promising in other ways. In most cases, 
if a town has shown employment potential, a lack of commitment to progress in federal 
terms will merely indicate a higher need for technical assistance and planning grants than for 
public works assistance. 

The resulting city selections should then form the basis for district development strategy, 
which should spell ouf how pockets of unemployment are to be treated under coordinated 
Ibcal-county-state-federal-privatc assistance programs. 
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APPENDIX I 

The Appendix provides data and analysi^ which support Section I of this report. 
TABLES AI-1 througJi AI*6: Employment Summaries for Cities and Counties A 1 * 6 
THE CHANGING INDUSTRIAL bXsE OF RURAL AREAS 

• * 

Discussion A 7 - 8 

Tables AI-7 through AI-10: Characteristics of Firms Interviewed A 9 - 10 

PLANT MANAGEMENT QUESTIONNAIRE A 1 1 - 24 

THE FIRMS' ATTITUDES TOWARD TRAINING A 25 - 26 

RECRUITMENT PRACTICES OBSERVED A 27 - 30 

I 
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T«ble AI-1 
AR^MiMPLOYMENT BY INDUSTRY 
S. C. Town County 

* EMPLOYMENT - MARCH 





1960 


1965 


1966 


1967 


All Non-Agricultural Industries 


6790 


8720 


9710 


8240 


Manufacturing 


2180 


3080 


3560 


3210 


Food & Kindred 




50 


50 


60 


Textiles 


In 
830 


-9 

1250 


150e-. 


1340 


Lumber & Wood Products 


460 


470 


490 


V 460 


Furniture & Fixtures 


— 








Printing & Publishing 










• 

Chemicals •& Allied 










Stone, Clay & Glass 










Fabricated Metals 








— * 


Machinery, except Electric 










Transportation Equipment 






— 




Other Manufacturing 


890 


1310 


1520 


1350 


Non-Manufacturing 


4610 


5640 


6-150 


5030 


* Mining % 


/ - 








Contract Construction 


110 


300 


320 


200 


Transportation, Communication 










& Public Utilities 


160 


370 


350 


290 


* Wholesale & Retail Trade 


1000 


1080 


1140 


1010 


Finance, Insurance & Real Estate 


110 


130 


140 


100 


Service, except Private Household 










tjovemment 


106b 


990 


1360 


1190 


Other Non-Manufacturing 


2170 


. 2770 


2840 


2240 


Agricultural 


3090 


1850 


2030 


1760 



Source: South Carolina Employment Security Commis^on employment summary, by 
county, for March, 1960, 1965, 1966, 1967. 
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Table AI-2 
AREA EMPLOYMENT BY INDUSTRY 
• . • S. C. City County 

EMPLOYMENT - MARCH 



""All Non-Agricultural Industries 
Manufacturing 
Food & Kindred 
Textiles 

Lumber & Wood Products 
Furniture & Fixtures 
Printing & Publishing 
Chemicals & Allied % 
Stone, Clay & Glass 
Fabricated Metals 
Machinery, except Electric 
Transportation Equipment 
Other Manufacturing 
Non-Mafiufacturing 
Mining 

Contract Construction 
^ Transportation, Commuiication ' 
& PubUc Utilities 
Wholesale & Retail Trade 
Finance, Insurance & Real Estate 
Service, except Private Household 
Government 

Other Non-Manufacturing 
Agricultural 



i960 

22050 
3960 
670 
1830 
1020 



20 
• 80 
/ 60 



280 
18090 

1940 

1450 
4280 
900 

2230 

7290t. 

6420 



1965 

28210 
7150 
570 
1960 
1020 



100 
440 



3060 
21060 

1430 

1890 
5190 
1160 

2350 
9040 
3910 



1966 

30570 
8270 

Nop 

2040 
1030 



110 



4490 
22/00 



•1900 

1890 
5620 
1160 

2490 
9240 
4210 



1%7 

30630 

640 
2010 
950 



-.^140 



4360 
21910. 

2190 

1860 
5630 
1340 

2560 
8330 
3170 



Source: South Carolina Employment Security ComnH^ion employment Summary, by 
county, for March, 1960, 1965, 19<i6, 1967 \ 
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Table 'AI-S 
AREA EMPLOyMENT BY INDUSTRY 

• ♦ 

Miss. Town County 



EMPLOYMENT - JANUARY 



All N5ti-Agricultural Industries 

Manufacturing 
Food & 'Kindred 
Lumber & Wood Products 
Printing & Publishing 
Chemicals & Related 
Stone, Clay & Glass 
Fabricated Metals 
Machinery, except electric 
Other Manufacturing ^ 

Non-Manufacturing 
Mining 

Construction Contract 

« 

Transportation, Communication - 

& Public Utilities- 
Wholesale & Retail Trade 
Finance, Insurance, Real Estate 
Service, except Private Household 
Government 

Other Non-Manufacturing 
Agricultural 



1961 


1962 


1963 


1964 


1%5 


1 Z\jL 


O 1 JU 


OjJ / 


oolo 


9190 




1 mo 
1 U /2 


I2I5 




1482' 


119 


124 


104 


108 * 


106 


44 


32 


39 


33 


58 


1 o 


t c 

1 J 


1 D 


1 n 
1 / 


1 n 


417 
*f 1 / 


H /u 


470 


J Jo 

/ 


Ql A 


1 


1 SI 
1 oi 




7 1 n 
/ 1 U 


z4/ 


1 Q 


0 


• 

1 1 

vi 




1 oJ 






1 U 


1 J 


15 








JI3 


302 


6215 


7058 


7322 


7384 


7708 


11 


9 


12 


10 


10 


190 


•93 


170 


125 . 


193 


400 


373 


361 


403 


394 


1442 


1381 


1440^ 


1496 


- 1586 


125 


163 


167 


185 


217 


530 


65S 


654 


625 


662 


1317 


1373 • 


1438 


1440 


1516 


2200 


3011 


3080 


3100 


3130 


9243 


7353 


6630 


6500 


6350 



^Sou^ce: Mississippi Employment Security Commission,.«nTjrloyment summary, by county, 
fo/January, 1961, /1 962, 1963, 1964, 1965< 
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Table AI-4 
AREA* EMPLOYMENT BY INDUSTRY 

Miss. City County 



r 



EMPLOYMENT - JANUARY 





1961 


196? 


1963 


1^4 


1965 


IN on*Agri cultural industries 




1 Vo77 


iU44U 


20o77 


* 

20979 


Manufacturing 


3592 


4112 


4324 


4210 


4395 


Foo<i & Kindred 


876 


830 


838 


710 


675 


Textiles 


1046 


1050 


1037 


1021 


970 


Lumber & Wood Products 


473 


471 


505 


970 


994 


Furniture & Fixtures 

Printinc & Publishim? ^ 


7 


18 


86 


104 


1 0^ 


87 




84 


oo 


o / 


Chemicals & Allied 


• 43 










Stone * Clav & Gla^s 


77 




78 




O 1 








1 uzu 




1 IKA 












Machinery except Electric ^ 




1 ^ 
1 o 






-3 


TransDortation Hnuinment 


61 


oo 


14^ 


\ 4Q 
1 ^y 




Other Manufacturinc 


452 


437 


470 


4S 




iNon^inanuiaciurmg 






1 A 1 1 A 
1 O 1 I 0 


1 ooo / 


lo5o4 


Mining i 


42 


65 


50 


26 


43 


ContF.act Construction 


676 


652 


791 


699 


810 


Transportation, Communication 












& Public Utilities 


1378 


1433 


J 1386 


1482 


1603 


Wholesale & Retail Tride 


3335 


3334 


3440 


3564 


3602 


Finance, Insurance & Real Estate 


529 


627 


647 


661 


683 


Service, except Private Household 


1670 


1783 


1882 


2062 


1799 


Government 


2692 


2763 


.2890 


3143 


29«4 


Other Non-Manufacturing 


4500 


4908 


5030 


5030 


5060 


Agricultural 


3982 


4447 


4280 


4200 


4000 



ERIC 



Source: Mississippi Employment Security Commission, employment summary. By county, 
for January, J961, 1962, 1963, r964, 1965 



A4 



0161 




lERlC 



A5 



0162 



\ 



The Changing Industrial Base of Rural Areas 

This materiaris presented as an appendix to the discussion found on pages 4-14. The tables 
in that sectiQn show characteristics of industries found in the four locations. The following 
tables show the same characteristics for only those firms interviewed, which comprise about 
80% of industrial employment in the locations. 

Edward K. Smith of Boston College has published a study' of the industrial copiposition m 
1958 of 105 depressed rural counties classified 5(b)2 by ARA in the four states of Alabama. 
Georgia, Mississippi, and South Carolina, and of the SMSA's in tha^'four state area. Smith 
found that industries in those areas ate more capital intensive thAn commonly thought. 
Smith relied heavily upon an ARA study which classified some 417 4-digit SIC manufactur- 
ing industries i|^ terms of their capital intensity, labor-intensity, and ^hort run and long run 
growth trends.*- He dfew from the ARA list some 1 10 industries which fit the extremes: 
high capital and low labor intensities or low capital and high labor intensities. These ex- 
treme groups were called respectively, the **capitaMntensive group" and the **labpr-intensive 
group." The depfessed niral counties had 41% of the possible capital intensive group indus- ^ 
tries and only 25% of the labor-intensive group industries. The industries usually found in 
the depressed counties in 1958 reflected the local resources available: flour and meal mills, 
preparation of animal feeds, wood-using industries, chemical^ and allied products, etc. By 
contrast, the SMSA's of those four states had a greater share, 62% and 64% respectively, of 
both the capital-and-labor-intensive groups, reflfectitig the greater diversification of industry 
within the larger urba,n areas. Indeed the proportion of labor intensive industries to the total 
found of the specified 1 10 extren^p industries was higher in the SMSA*s than in rural areas, 
41^ versus 29%! Of the 110 possible industries, 73 were found somewhere in the SMSA's 
and rural areas. Of the 35 industries found in the SMSA's which were not found in the rural 
areas, half were labor intensive. There were 192 plants in 38 extreme industries in the rural 
counties. Labol- intensive industries accounted for only 16% of these plants: the fest were 
capital intensive. Thus, capital intensive industries were dominant in the rural areas, quite in 
j contrast to some common expectations to the contrary. 

The characteristics of these rural industries were not ideal regarcjing growth prospects. Only 
12 of the 38 extreme industfies (representing 26 to 192 plants) exhibited high growth, and 
only two of those 12 industries were labor-intensive. Most.of the 192 plants were small. STi ^ 
having fewer than 50 employees and 62% having fewer than 20 employees. Except for phar- 
maceuticals and wood furniture and switchgcar, which had plants with over 250 workers, thh 
labor intensive plants- veneer, furniture, and the wood working industries- were Jiually small, 
only two plants having more than 50 employees. The over all picture of industif in *T)eep 
South" rural areas was thus one of quite small plants, even if capital intensive and even if high 
^ growth. 

* 

1 ^ ' 

*Smith. Edward K., ^'Effects of Advancing Technology and Capital Intensification in Non-Farm Industry in 
Depressed Rural Areas," PROBLEMS OF CHRONICALLY DEPRESSED RURAL AREAS. Raleigh N C : 
Agricultural Policies Institute, N.C. State University, November 1965, Series \9 

^U.S. Department of Commerce, Area Redevelopment Administration, GROWTH AND LABOR FORCE 
CHARACTERISTICS OF MANUFACTURING INDUSTRIES, Washington, D C Government Printing 
Office,! 964 

^High capital intensity defined as investments of $7,500 and above per employee, low capital tntensity'as 
below $3,500 investment per employee. Tligh labor intensity defined as over 30*^ labor costs of total 
costs; low labor intensity as belaw 20% labor costs* . 

' ■ V ' A7 
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Industry in the Areas Studied 



If one focuses only on the extreme industries surveyed by Smith, the patterns for the four 
areas investigated in this study are similar to those in most depressed areas. Indeed, the rela- 
tive situations of the Cities versus the Towns, and alsj/of the Towns versus their County hin- 
terlands, are comparable to the situation of the SMSA's versus the rural counties/ Tables AI-7 
through AI-10, on the following pages, describe firms interviewed in the four study areas. 

1 his data is consistent with Smith's conclusion regarding the unexpectedly high proportion 
of capital intensive plants in rural as opposed to more urbanized areas. The ratio of capital 
intensive to labor intensive plants is roughly 2: 1 in each city but 5: 1 in each town. Interest- 
mgly, more capital-intensive plants are found in the Town hinterlands than in the Towns 
themselves. The pattern is reversed in the Cities where the ratio of such plants is 4: 1. Labor 
intensive plants are also more numerous in the Cities themselves than in their hinterlands, 
buf by a lesser proportion, 9:3 versus 20:5. 

Unfortunately, the data is insufficient to draw any conclusions about relative growth trends, 
but the size^ of plants can be compared. Most of the labor mtensive plants, as in Smith's 
survey, were small, but the capital^ntensive plants while also predominantly small did in- 
clude several quite large employers. Fifty percent of the labor intensive firms Had fewer 
than 20 employees. Only four of fifteen had more than sixty employees. None had more 
than 1 25. Similarly, almost 5d of the capital-intensive plants had fewer than 20 employees, 
and 3 1 of 35 had less than 60. But the other four plants employed 300. 5 1 2, and 800 workers. 



Forty mne plants locatea m the four counties studied fit the Smith categones of extreme capital-intensive 
i 35 > or extreme labor intensive i\4}. 

Twenty of the capital intensive plants were found in the cities with five or more in then hinterlands Only 
four capital mtensive plants were located m the Towns, with six more in their hintefiands. 

Nine laboMntensive plants were found in the cities with three more in their hinterlands One labor- 
mtensive plant was found in one uf the towns with another in the hinterlands of the other town 
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Table AI-7 



Percent of Firms Interviewed, and of Employment in Firms Interviewed, (1968) in High, Medium, 
^ and Low Investment per Employee Categories, 1962 



Percent of Firms 
Interviewed: 

H 

M 

L 

Total 

Percent of Employment 
in Firms: ^ 

H 

M 

L 

Total 



S.C. Town 



14 
43 



43 
100 



4 

87 
9 

100 



S.C. City 



29 
57 ' 

14 

100 



25 

67 
8 

100 



Miss. To vm Miss. Qty 



17 

83 

0 
100 



48 
52 

100 



14 

72 

lio 



24 
62 
14 
100 



H: Investment over $7500 employee 

M: $3500-57500 ' 

L: Less than $3500 | 

Source: ARA industrial Charasterisfics applied to industries of the firms-interviewed. Area 
,j Redevelopment Administration, U.S. Department of Commerce, Growth and Labor 

' Force Characteristics of Manufacturing Industries, U.S. Government Printing Office, 

* Washington, D.C., 1 964 

Table AI-8 

Percent of Firms Interviewed, and of Employment in Firms Interviewed, (1968) in High, Medium. 

and Low Labor Intensity Categories, 1962 



• 


S.C. lown 


S.C. City 


Miss. Town 


Miss. City 


* 

Percent of Firms 
Interviewed: 










H 


14 


29 


60 


29 


M , • 


71 


* 29 


20 


57 


L 

Total 


15 

, * 100 


42 
100 


20 
100 


14 
100 


Percent of Employment 

in Firms: 

H 


i 

4 


55 


18 


13 


M 


91 


15 


34 


64 - 


L 

Total 


5 

' - 100 


30 
100 


48 - 
100 


23 
100 



H: Labor costs are over 30^^ of total costs 
M: Labor costs between 20-30^ 
L: Labor costs under 20S/ 

Source: ARA industrial characteristics applied to industries of the firms interviewed. Area 
Redevelopment Administration, U.S. Department of Commerce, Growth and Labor 
Force Characteristics of Manufacturing Industries, VS, Government Printing Office, 
Washington, D.C., 1964 
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* Table AI-9 / 

Percent of Firms Interviewed, and of Employment in Firms Intrtvif wed, 
and Low Average Wage Rate Categories. 1962 



(1%8) in High, Medium, 



S.C. Town 



S.C aty Mi^SvTown Miss. ^Uy 



ERIC 



14 

86 
100 

14 

86 

100 



43 
14 

43 

too 



43 
8 

49 

100 



40 
60 

100 

4 

96 

100 



14 

71 

15 
100 



Percent of Firms 
Interviewed: 

H 

M «> 
L 

Total 

Percent of^Employment 
in Firms: 

H 

M 

L 

Total 

H: Over $2.7S/hr. 
M: $2.00- $2.7S/hr. 
L: $2.00/hr. 

Source: ARA industrial characteristics applied to. industries of the firms interviewed. Area 
- Redevelopment Administration, U.S. Department of Commerce, Growth and Labor 
Force Characteristics of Manufacturing Industries, U.S. Government Printing Office, 
Washington, D.C., 1964 , ; - 

\ , ' Table Al io 

Percent of Firms Interviewed, and of Employment in Firms Interviewed, (1968) in Four Growth 

Experience Categories, 1947*1962 



84 

14 

100 



S.C. Town 



Percent of Firms 
Interviewed: 

H 

M 

S 

D 

Total 

Percent of Employment 
in Firms: 

H 

M 

S 

D 

Total 



14 

71 

15 
100 



4 
93 
3 

100 



S.C. City 



29 

13 

29 

29 
100 



56 
17 
15 

12 
100 



Miss. Town 



60 
40 

100 



56 
44 

100 



vj^ss. City 



14 

14 
57 
15 

100 



23 
11 

53 
13 

100 



H: 1962/1947 ratio for value added by industry exceeds by over l 10% the ratio for all manufacturing 

M: ratio = 85- 110% 

S: ratio - 5.1 - 85% 

D: ratio = less than 51% 

Source: ARA industrial characteristics applied to industries of the firms interviewed. Area 
Redevelopment Administration, U.S. Department of Commerce, Growth and Labor 
Force characteristics of Manufacturing Industries, U.S. Government Printing Office, 
Washington, D.C., 1964 
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Hint Manager Questionnaire 



The following questionnaire was used in interviewing 26 firms in the four places studied. An 
effort was made to interview the firms in each city with the largest work forces. Firms em- 
ploying about 80% of the aggregate work force in all areas were interviewed. Those firms 
with whom it was impossible to schedule interviews in the time allotted were generally the 
smaller employers. 

The interviewer attempted to administer the questionnaire in its entirety, but also used it to 
elicit other opinions, if new ideas appeared during the intetview. Respondents did not usu- 
ally give information freely on certain sensitive issues, vacp and wages in particular. Certain 
other questions, on cost structure and location motivation for instance, were answered with 
some difficulty because complete information was not at the interviewer* s disposal. 

In most cases, the plant manager was interviewed, sometimes with the support of the person- 
nel manager. In some cases, we could obtain access to only the latter. 

The m^jor focuses of this study dictated the design of the questionnaire; of primary interest 
were the questions: What industrial characteristics permit a firm to locate in towns and cities 
of the types studied? What were the primary motivating factors in the decisions of these firms 
to locate in these locations? What have been the major difficulties encountered by the firm as 
a result of its location? What influence has government, on various levels, had on management 
practices? What influence has the operation of the firm had on local government? What are 
the wage and upgrading characteristics of the jobs in the firm? What are the hiring standards 
used, and what hiring standards are necessary. Who is employed by the firm, and in what 
positions, with respect to age, sex race, education, and residence? The answers to these ques- 
tions were attained by using the questionnaire in an open-ended manner. 
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Company Name . Branch of 



Address One of how many brandies 

HQ Location 

Interviewed (name and title) 



Date firm (branch) entered town 



A. Summary of Firm*s Operation 

L a. What is produced at this factory? 

b. Is your product: • 

-an intermediate good for a product to be sold to consumers?^-^ 
-a final consumer product? 

-an intermediate good for product use in manufacturing? 
-a final manufacturing product? 

c. What do your large customers then do with your product? 

d. Whtre do you receive your inputs from? 

2. a. Which of your customers buy most of your output? (nam^nd location ) 

b. What percentage of your sales goes to the largest buyer? 

c. If you do* not have a primary customer of your product, how would you describe 
the distribution of your product? 

How do you ship your product? 

3. What is your competitive position in the market for this product? 

-not significant - many producers of this product 

--not many producers of this product who could sell to firm's distributors^ 
-specializeci^product 

B* Location Expansion Potential 

4. a. What particular characteristics of this area support your f irm*.^ 

b. Why would your firm want to locate in this area rather^ than another*' 

5. a. Would you make the decision to locate here if it was yours to make'.' ^ 

b. What industries do you think should locate here? 

c. What industries do you think would not want to locate here? 

O A12 
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How would the decision to expand this plant be maide? 
Would you be consulted in this decision? (expansion decision) 
Is your company seeking sales in new markets? * 

If you were in charge of the company's growth, what markets would you concentrate 
on? . ' 

What has been the growth of your plant since location? (Employment and Sales) 

a. What events have encouraged the growth of the firm? 

b. What events will enable it to grow in the future? 

a. How would you describe the major constraints on the expansion of: 
-supply of primary resources except labor? 
-supply of high-skilled labor? Describe skills 
-supply of low-skilled labor? 

How important arc each of these limitations on your firm's expansion potential? 

Relationship Between Firm and Plant Manager and the Community 

a. If you were the mayor of the town, how would you describe the benefit of 
. having this firm in the community? 

b. If you were the mayor, what kinds of firms would you try to attract? How 
would you go about doing so? 

How does this town differ from others in the area? 

a. What changes have occurred since you first came here? 

b. Of these, what would you attribute to the presence of industry? 
To the presence of your firm? 

a. Do you live within the town? If not, how.far away? 

b. Have you been appointed to any public offices or committees in clubs, asso- 
ciations, etc. since you have^been plant manager? Describe. Who appointed 



you? 



V 
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1 8. Is there an established communications link (formal or informal) between your firm 
and the town government? 

1 9. What measures have been taken by the community since you located that have 
^ assisted plant operations and to what extent have they assisted? 

D. Facilities and Services 
2d What complaints do you have about facilities and services now missing in town? 



L a. What facilities and services have been provided since you located, in which the 
tommunity in general may share? (not just industry) ^ 
--physical (roads, water, sanitation) 
--services (schools, hospitals, etc.) 
-social (parks, clubs, etc.) 
--business (new stores, etc.) 
-quality of housing 

b. Has your firm been influential in inducing these changes? How? 

22. What is your major complaint about the town? 

23. a. As plant manager, what new puWic investment projects in town are desirable? 

b. What projects could be implemented which involve relatively minor cost but 
would facilitate the operation of your firm? 

24. if the plant burned down, would you suggest rebuilding it here or relocating it? . 

25. , For your major needs obtained locally - labor, water, electricity, natural gas, etc. - 
how able and willing would you be to supply these yourself? (get them elsewhere) 
For instance, dig your own well rather than rely on the town's water supply. 

26. What percent of your cost of manufacturing do the following items represent: 
-rent? 
-water? 

-electricity, gas, other power sources? 

-transportation? 

-labor? 



A14 



ERiC 0171 



27. If you were an EDA administrator, how would you evaluate the success of the EDA 
program in general? of the EDA program in this town? 

28. a.* What service needs are felt by types of people employed by you? 
b. What service needs arc felt ^\^he general population? 

29. Are there segments of the population which should get more assistance form some- 
one^ and if so, what groups, what help, and from where? 

\ 

30. If you were mayor and had $500,000, what would you spend it on? $ 1 ,000,000? 
$5,000,000? 

E. Employment 

3 L a. ^What has your total payroll been, by year, frdm base year 1960? 

b. How do you see it growing in the next few y^ars? * 
32. a. How much larger do you think the town should jgrow? 

b. Describe this growth in terms of manufacturing employment. 

^3. When someone leaves your firm, where does he usually go? To another manufacturing ^ 
job in town? To another non-manufacturing job in town? Leaves town? For what 
kind of job? How far away does Jie go? . 

F. Initial Recruitment of Labor Force 

34. When your company first decided to locate in , how did it go 

about evaluating the labor force? 

' a. What was size in numbers? 

-total? 

-unemployed? 
-under-employed? 

-potential new entrants to labor force? 
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b. When you estimated these numbers, what geographical area were you counting in? 

-the city? 

-the county? 

-the multi-county area? 

-Why did ypu limit yourself to this area? 

-Do you rely on official figures or op private estimates? 

0 

t\ What criteria did you use forjudging whether the size of the potential labor 
force was adequate for your company's needs? 

d. What were skill characteristics that you looked for? 

\ -literacy levels? 

-Other town characteristics, such as quality of schools or vocational train- 
ing programs? 

e. Did you conceive any particular skill group to be a constraining factor, such that 
the lack of the skill - regardless of whether it comprised only 10 or 20 men out 
of a potential employee force of 300 - would have prevented you locating in 



How did your company recruit its initial la^bor force once it located? 

a. Through what agencies? 

-Were there any attempts to recruit labor from the rural areas outsite the 

town? 
-Form other counties? 

b. What sort of processing techniques were us(^ to determine an employee's 

-skills? 

-Hteracy? 

-experience? 

C- What criteria were used for hiring? 

--Were there any minimal initial requirements for hiring? 



0173 



ERIC 



\ * ^ /J 

d. How many applicants for employment fail to meet your requirements? 
-Hqw do they fail? 

-Can you describe the typical person w\<^ fails? 
-What training programs do you think would remedy this situation? 

e. How would you evaluate the quality of the labor force you hired? ^ 
, --skills? 

-good work attitudes? 

f. Would you describe the makeup of that labor force? 
-What was the distribution ot the labor force by 

age? 
sex? 
race? 
skills? 

Experience with Labor Force 

36. Where does your present labor force reside? 
-In ci$y? 

-Do they^commute from countryside? 
• -From other counties? 

a. How many in each category? * 

b. Do they use 
-their autos? 
-transit? 

-or do they walk? 

c. To what extent have employees moved into town from the countryside since 
coming into your employ? 

-From this county? 
-From other counties? 

37. Have your skill needs substantially changed since your firm opened? 

a. How? ^ 

-What is th^ present skill composition of your employee labor force*' 
-How much has your total employment increased since you located here*.* 
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b. How did you adapt to this change in needs? 
-Hire new people? 

-Bring people in trom outside the area? 
-Train initial labor force to meet new needs? 

38. ^ How would you evaluate your present employees? 

-Skills ample? 
-Attendance records? 
-Attitudes toward management? 

-Racial feeling^ toward Negro fellow workers, and vice versa? 

a. What is turnover rate? , 

-Where do those leaving go? 

-Where and how do you recruit replacements? 

-Any rivalry with other firms? 

b. Any efforts toward unionization? 

c. Major complaints? 

H. Experience of Labor Force 

39. a. What sorts of training programs do your employe^es participate in? 

b. What kinds of on-the-job training does your firm offer?, 
-How much do these opportunities cost your firm? 

-Do you consider the programs worthwhile from your firm's point of view? 
-Have you been able to fill your firm's new ski[l needs by in-house training? 

How often do you employ graduates from the technical institute inl_ ? 

-Do you think your firm would benefit from (and support) such a center 

here in ^ : ? 

-How would your firm contribute to such a center? 

40. How much job-upgrading occurs? 

a. What is your company policy toward employees moving to positions of higher 
skill or sub-management? 



At8 

ERIC 



0175 



-How many employees have done so? 

b. * How many employees have shifted to jobs of different sfcrik^evels from that for ^ 

which they v^ere first hired? 

-When hired, did you expect such adaptability in the employee?- 
r-What caused you to recognize this adaptability? 

i * 

c. What sort of pay increases have your good employees eiyoyed? 

How stable is your employment? ' ^ 

-Seasonal? 0 — 

-Cyclical? ^ . 



V. 



a. What do your employees do during these periods? 

b. Do you have to pay higher wages to compensate foj employment insecurity? 
Firm's Perceptions of Labor Market 

If a firm considering location in asked you to evaluate the labor 

market it would confront, how would you describe that market to the outside firm? 

a. How tight is the market? 

-What is the geographical area from which the new firm can draw labor? 
-How many presently unemployed wotker^^are there that the firm could 
choose from? 

♦ 

-Could the firm divert workers frofh the outlying farms (full-or part-time)? 

b. What are the attributes of the workers that would be available? 

* -skills? 
-attitudes? 
-age? 
-sex? 

-race? ' 

If youf firm was considering expansion, what would determine whether you increased 
operations and employment here in ? 
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I -Or whether you look elsewhere? 
44. Wriy^^^^did your firm choose to locate here in as opposed to 



-Is there any rivalry for labor force? 

45. ^ ^ What changes in the skill composition or total size of your labor force do you project 

will occur in the future? 

-Is technology progressing in your business so that you might not need as 
*i much labor in the future? 

* 

J. Town's Character Changing with Grov^h > 

46. a. Would you want to make this town your permanent residence? 

b. If not, what would have to happen to the town to change your mind? 

47. How do you think your employees would answer the two preceding questions? 

-your executives? 

-your highly skilled labor? 

-your low-skilled labor? 

48. If community needs exist, to what extent do formal and informal groups of leaders 
get together to create solutions to these problems? . _ 

49. If the town should increase its growth rate significantly, what should the town's 
ecorjomic and social role become, taking into account nearby cities, large and small? 

50: What wjll become of the smaller towns in the county? . 

51. Should a large retail center develop with shopping center, etc., or should a service 
sector develop - insurance, banking, etc. - or should these needs be filled in larger 
cities? 

52. In summary, what are the most important aspects of this town, regarding your plant's 
successful operation. Please rank these factors: 
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-Labpr availability , ^ " 

•<?ommunity living conditions ^ «^ 

- -Growing market ' ' * , ^ ^ 

-Existence of public services and utilities: wafer,^^ower, transp<^rtatiOn 
-Market locally for your product? ' ^ * 

Which of the above affects you negatively? (problem areas) 

-Labor availability 
-Community living conditions 
-Growing market 

-Existence of public services and utilities 
-Market locally for your product 

General Comments 
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FIRM: NAME: _ _ ^ _ _ 

* TOWN: _ 

PRODUCTS: 

I. Current total employment. Put in numbers or rough percentages. 





White. 
Male 


Negrcr 
Male ' 


White 
Female 


Negro 
Female 


Technical. Professional 




■j 

. 1 . . 




Managerial 










Clerical 


— . — — 


— 






Sales 










Craftsmen. Foremen 










Operatives 










Unskilled 










Total 


lOO'^ 


100% 




lOO'.l 
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IL Original employment at time ot location* Put in numbers or rough percentages. + 





White 
Male 


Negro 
Male 


White 
Female 


Negro 
Female 


Technical* Professional 








- 


Managerial 










Clerical 










Sales 










Craftsmen. Foremen 










Operatives 










UnskiUed 






\ 




Total 

'j 




100' f 
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III. Educational background of employees. 



17-24 
25-44 
Over 45 





White 
Male 


Negro 
Male 


White 
Female 


Negro 
Female 


1-6 yrs. schooling 










7-11 \rs. schooling 










High school degree 




/ 






Some college 








r— 


College degree 










IV. Age of employment fo^ce* 












White 
Male 


Negro 
Male 


White 
Female 


Negro 
Female 
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The Firm's Attitudes Toward Training 



This discussion is a supplen^ent to Section IK which showed the need for more training of 
unskilled and semi-skilled potential workers. 

* 

Mo^t of the firms interviewed which had established new branch plants planned from the be- 
ginning to trairi their new employees to meet their skill needs. All but two firrrts interviewed 
had a somewhat fonnal period of what the firm considered on-the-job training for new em- 
ployees^. The length of the period varied from four to twenty-six weeks, depending on the 
firm, but in most casds was about six weeks. Seventeen firms had formal training courses 
for upgrading employees to higher skilled jobs that would be vacated through normal turn- 
over or would be created tlirough foreseen expansion. The number of participants in such 
training programs varied greatly. One high wage firn| employing over 600 boasted about its 
fwo-year program for upgrading production workers into mechanics and electricians. Yet 
there were only fifteen participants in each class, classes were chosen gn the basis of mini- 
mum test scores but more importantly seniority, and a new class was begun only every six 
months. The program was the only formal training program within the plant. Oh the other 
hand, in a much It ss prosperous textile plant, over 600 employeest'epresenting 207c of the 
labor force in that town) were currently engaged in formal trainilig-upgrading programs. Ali 
firms but fc^ur believed in upgrading from within by training in order to fill high skill needs. 
All firms assumed the responsibility for retraining operatives whose macliines were being re- 
placed by better equipment. Few employees were dismissed as a result of automation; rather 
they were kept on the payroll, retrained, and generally maintained until normal turnover cre- 
ated vacancies which they could fill. Malf of the firms encouraged and partly sponsored em- 
ployees in niglit courses and evening trauung programs outside the firm. 

The willingness on the other hand to work with local government-backed training programs-- 
whether a state technical institute. Job Corps, Neighborhood Youth Corps, or Manpower 
Development and Training Act program-varied greatly from city to city. S.C. City had an 
excellent technical institute but only two of the firms, representing about 16% of the total 
work force of the interviewed firms, used the programs to any extent. S.C. Town is the site 
of a new institute, nearing completion. Many of its tlrms had souglit out graduates of the in- 
stitute in S.C. City, but had found that the graduates had long since been hired by S>C. City 
firms. S,C. firms generally cooperated with the institute and programs by telling the institute 
of their needs and providmg equipment and instructors to the programs. The chief complaint 
by tlrms who refused to hire the institutes' graduates were that the graduates demanded much 
too high pay for mexperienced workers. There was liinited interest by firms in Miss. Town for 
students in such programs, but then, programs were meager in the area* Excellent programs 
existed in Miss. City and a new institute was to be set up. Yet only one firm had shown any 
cooperation in working with the program. That firm, however, had enjoyed great success, 
getting more than 20-1 of its labor force from the programs. Employers in both Miss. Tow n 
and Cit>^ were generally uncooperative, first not tellmg the programs what their skill needs and 
desires were, or giiing them equipment or instructor^ and then criticiznig the program^ for 
training workers m irrelevant skills and training them in those skills poorly. One employer 
called the workers who went into and came out of MD TA '*the botton^ of the barrel/' Two 
large empk>yers described the curriculum of the new technical institute as '^designed tor ^ oetb^. 
not workers'' and "far inferior to what the tirms could do themselves/' One maiKu'er noted 
that his plani preferred to tram th^it workers m-house directly for tlie jobs they w*hiM be 
doing 



Training outside included too many unnecessary "frills" from the viewpoint of the firm. 
The other manager, who was also very active in civic and political tiffaiis, argued that the 
MDTA programs in the area spent an average of $ 1 1,000 per trainee and that the new 
state technical institute being set up in the area would be spending $5,000 per trainee. 
''No private firm could afford to ^end that much/' the argument went on, "and indeed 
most of that government money is wasted due to inefficiency in administration and ir- 
relevance in what they're teaching." He also argued that most of the government trainees 
left the area when they graduated and thus the local taxpayer gained nothing. 




Recruitment Practices Observed 0^ 

This discussion of recruitment practices" serves to shed light on the perception of a tight labor 
market which is discussed on pp. 37-39 in-the text. # 

The patterns of recruiting new employees varied from state to state. In South Carolina, in 
both the city^and town, firms preferred to' rely on word-of-raouth. Applications were re- 
ceived on a designated day each week. There was no advertising. The news of application 
procedures and prospects for jobs would spread by word-of-mouth. Only one firm*ln South 
Carolina did extensive advertising, local and regional; the'results were excellent at the local 
level but completely negative at the regional level. Only two firms in South Carolina claimed 
that they rehed on the Employment Service to any great extent. Both firms were very large 
employers and both tlrms had patterns of apparent discrimination in their past employment 
f)ractices. Surprisingly, E.S. was not relied on extensively even in the setting-up stages of 
many plants; only five plants in South Carolina-*all laree employers- acknowledged such use 
and two of those firms discontinued us>e. In Mississipp^Tirms recruited almost exclusively 
through the State Employment Service office. (E.S.). There, all but non-natiVe firms reUed 
almost exclusively on the Employment Service OffTce for finding workers. Non-native firms 
which had long been located ui town -more than two decades- tended to u^ E.S. in Missis- 
sippi in contrast to the native firms with familiarity with the local populace. Interestingly, 
one national firm had branches located in two of the four cities studied;^the South Carolina 
branch used word-of-mouth only whfle the older Mississippi branch used E.S. almost exclu- 
sively. In Mississippi, three firms used advertising, but none had significant results. In both 
states, firms which had been launched by community natives relied on word-of-jmouth. The 
manager's knowledge of the population or his reputation in the community was sufficient to 
bring in job applicants whtaiever needed* 

Several possible explanations of these recruiting patterns can be offered. First, it is clear 
" that Employment Service offices often in the past were the mechanisms used by firms for 
maintaining th^ir white-only practices. Two firms-both large employers-and each loca- . 
ted in a different state, admitted that they had agreements wi^h their local E.S. offices to 
refer whites only. One firm still admitted having a '^gentleman's agreement , '* although the ^ 
understanding had been loosened to: ''White women only.** The labor market had tightened 
too much for the firm to .exclude Negro men so casually. In South Carolina there was no ques- 
tion that E.S. administrators had ended any conscious discriminatory practices. Sorne firms 
complained about the diligence of E.S. in promoting equal opportunity. In Mississippi it was 
dear that the discriminatory practices were continuing In one town while th^ situation of the 
other town was more ambiguous. However, the firms which rely on E*S. are not always aware 
of the discrimination. New firms with racially liberal managers adapt to the prevailing pattern 
of the existing firms in recruiting tliro|t|h E.S. but do not always understand^the origifi and 
consequences of that pattern. ^ 

A second explanation focuses, on the image of the E*S. applicant which firms have succeeded 
in establishing m the community. Managers expressed why they spumed use of the local Em- 
ployment Service: **No sell-fespecting laborer would apply through E.S'* These sentiments 
were expressed by firms in South Carolina and-even more interestingly -by the firms in 
Mississippi which did not recruit tlirough E.S. Such sentiments might readily explam why 
managers would not choose to use E S. Unforti^iately. however, the sentiments are partially 
self-fulfilling. Once the iabor force realises that firms react negatively to application tltrough 



a:? 

mm 



E.S., the better workers, who are able to find jobs on their own, do so. When firms pjacc 
orders for personnel, E.S. administrators have nobody to refer except precisely the low 
quality applicants who had initially created and would now reinforce management's image 
af E.S. Why the E;S. image should be so strongly negative in South Carolina and only se- 
lectively so in Mississippi is confusing, however. Once again, it appears possible that Missis- 
sippi firms found the Employment Service useful as a way of screening out Negroes from * 
job applicants without directly compromising fhe company's image. 

The different -at^titudes toward E.S. may simply rellect that word-of-mouth has been suffi- 
ciVnt to meet the needs of the South Carolina"' firms. First, jthe word-of-mouth grapevine 
may function better in South Carolina than in Mississippi. Indeed, several Mississippi firm 
managers stressed the degree of social stratification and class aw areness in the Delta, while 
several of their South Carolina peers made a strong point that society was very fluid in this^ 
aica. with little stratificafion. The income distributions and histories of the areas would 
seem to give support to such perceptions. Also, racial animosity was clearly less in the South 
Carolina locations than in Mississippi. Where discrimination has existed for any long time, 
Negroes might well believe-as a result of past correct word-of-mouth information and as a 
result of experience- that they really don't have a chance of getting jobs. Once formed, 
such beliefs are liighly resistant to change. Thus, news of job opportunities would then be 
passed by word-of-mouth, but, discounted by Negroes as irrelevant. To the extent that the 
bulk of untapped labor in Mississippi is Negro and to the extent that Negroes there still be- 
lieve-rightly or wrongly- that jobs will be denied them when they apply, the word-of-mouth 
recruitment system may not be feasible or effective in Mississippi. 

/ 

Such recruitment practices in Mississippi have several consequences. First, firms utilize only 
to a small extent the rural areas; the firms make little effort to recruit in the rural hinter- 
lands. The Employment Service approaches the hintei4ands in a very haphazard way. Re- 
cent door-tchdoor surveys in Mississippi rural counties showed unemployment as higlt as 409?, 
even through official E.S. statistics showed unemployment to be only 5 to %iA As indus- 
trialization proceeds, the labor force remaining to be tapped for employment will increa^ 
ingly be the population residing in the rural hinterlantis; therefore, present recruitment meth- 
ods may be less and less effective. Second, the Negro is at a disadvantage with present re- 
cruitment patterns. The social stratification, historical and current discrimination, hisgeo-' 
graphic isolation in the hintedands. and his lack of transportation causes him to benefit far 
less than wliites under both the word-of-mouth direct application method and the Employ- 
ment Service placement method of recruitment. Such inequity was costless to firms a*^ long 
as the huge labor surplus of whites persisted. That surplus has almost disappeared, however 
In the future, the Negro population will increasmgly be the source for employers of new 
labor. 
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Other sources for recniiting workers were available to firms, in addition to E.S, and word- 
of-mouth. It is remarkable that they are seldom used. For example, the schools each year 
supply a large number of well-educated workers to the labor force. Yet only in S.C. Town 
did most firms systematically retruit at the schools and work with principals and couiiselors 
on job placement. I S. C. City and Miss. City had technical training institutes, but in Miss. 
City, only one firm Ikated that it used such institutes for personnel recruitment.^ Generally, 
firms riot only did not recruit at the institutes, but also failed to work with the institutes so 
that the skiUs taught might have some relevance to the firm's needs. All ofthe cities had Fed 
eral Manpower Development and Training Act (MDTA) programs^ but only two employers 
expressed any involvement or interest in the programs. Only one place studied had a college- 
Miss. Town. Only one firm in that town recruited at the college.^ 

Still another source oiF labor, \yhicl>firms discreetly like to overlook in discussioni,^is the 
labor force of other firms. The extent to whifh ''pirating" is practiced is a measure of how 
open and competitive the economy is, and how free the community is from control by sin- 
gle firms. In all towns, the flow of employees from farms, retail and service enterprises, and 
small firms to large industrial firms was sizable (and usually one-way only, towards industry). 
Recruitment from other firms' work forces represented a far smaller source of employees foj 
new firms. ^ / 

As might be expected, since the number of industrial employers was larger and thus an im- 
pedance to monopsonist collaboration, pirating appeared to be more commonly practiced 
and accepted in the Cities. New firms openly admitted that they were prepared to buy 



In S.C. City, no firms cited any legulanzcd contact wj|h the schools. In Miss. Town* 6nly one firm had 
.any regular contact with schools, and that firm- the, lai'^est in the town-had just begun the contact that 
year, mofe than 1 5 years after coming to town. In Miss. City, only two firms had such contact. The re- 
port at the Chamber of Commerce meeting by one of those firms-a very large emjjloyer which had been 
in the town for decades- tlj^t its school contacts had not been successful was cited by three other new 
firms as a major factor iji their decision not to make the effort. Interestingly, the tirm which made the 
report claimed its contacts were successful in our private interview. The fact that the firm continued the 
contavts indicates th?t recruitment through the schools could not have been completely fruitless. The 
firm's report at the Chamber meeting may have been an effort to deter other^firms from tapping a rich 
vem of labor supply. 

••Cunously, that firm m Miss. City had high skill needs and yet reported no difficulties m fuiding skdled 
labor, due to the mstitute. Its use of the institute freed it from many of the recruitment problems cf 
nval firms in its community. 

The general complaint of firms concerning graduates of technical institutes was that the mexpenenced 
graduates demanded far too high a startmg wage. Their demands would have threatened the firm's 
whole wage structure, Wjiether suchXt'niaf ds indicate the naive optimism of the graduates or a very 
low wage structure of the firms is ar» open question. 



But that fum made the cuOege its principle source of labor, Smce the firm empi«>*d some 600 machinists 
at niminium wage rates, and since more than two thirds of its labor force were college. students, the relation- 
ship was important to the town's economy. The firm*s manager stated that his fu-m would have failed dur* 
mg Its first year of operation in Miss. Town, had it not discovered the college as a pool of labor. The college 
on the other hand, more than doubled m size within four years and had made profitable use oflfre firufs 
presence According to the manager, the coUege included jobs at the plant as part of the regiiMr scholar^ 
^hip loan package it offered students- Perscnnel recruiters from the firm manned desk-i at the end of the 
Tegiitration line students signed up for classes at the beginning of each semester 




the labor force they wanted, and that it was a matter of indifference whether existing firms 
competed on wage rates. Firms which had been established longer readily admitted that 
they had raised their wag<? rates to try to keep their work forces. While farmers, local gov- 
ernment and retail merchants griped about the way new firms stole their employees, indus- 
trial firms in the cities appeared to have adjusted to the comf)etitlon and did not express any 
resentment. 

The legitimacy gf '"pirating" in the eyes of local industry was much less strongly established 
in the Towns, firms in S.C. Town readily admitted that they notified fellow employers of 
any currently employed worker who approached them about a better job. According to 
plant managers, if the current employer could offer the applicant a better job than he cur- 
rently had. or than the approached firm would offer, the approached firm would refer the * 
applicant back to his emploVer (where presumably he would move into the better job). If 
the" current employer could not offer a better job, the worker would be ftired* There were 
widespread reports among workers and among local government officials that firms w^e* 
very careful in respecting each other's employee force and in disciplining workers who tried 
to upgrade themselves by jumping across firms. Only in recent months with the relative 
tightening of the labor market as firms expanded and as a Qew high-skilled employer arrived 
in town, had the attitude toward pirating become more tolerant. Among the three major 
firms in Miss. Town, however, there was no sign of flexibility or'tolerande. The control of 
the town by the latgest, earliest firm had resulted in agreements by new firms not to raid 
labor forces, as a condition for their beitig allowed to locate. 



APPENDIX n 



The following Tables, AIM through AII-7, compare 1960 labor force estimates from 
local offices of the South Carolina and Mississippi Employment Security Commissions tpx 
labor force estimates made by applying national participation rates to age groups of the 
population studied. The reasons for, and method used in this calculation are explained in 
Section II, pages 55-58, of the text. No local employment data was available for SX. 
Town. 
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Comparisons of Estimated Labor Force (Full Potential in the Study Areas 
To Local Employment Service Labor Force Estimates for 1960 

K 

Table AIM 
Miss. Town 





MALES 






FEMAIES 








ELF 


LF 




ELF 


LF 




Age 


I960 


I960 


1%0 


1%0 


X2 


15 24 


568 


379 


<62.9) 


378 


322 


(8.3) 


25^4 


544 


497 


(4.1 J 


219 


284 


..19> 


3>-44 


518 


509 


1.2) 


276 


432 


88.2 


45-64 


711 


065 


(3.0) 


405 


508 


26.2 


65+ 


99 


128 


8.5 


43 


66 


12.3 


TOTAL 


2440 


2178 


(28.1) 


132! 


I6l2 


(64.1) 








Table AlI-2 














Miss. Town County 










.MALES 






FEMALES 








ELF 


LF 




ELF 


LF 




Age 


1%0 


1%0 




1960 


1960 


- X2 


15-24 


2699 


2328 


(51 0» 


1719 


1124 


(205.' 


25-34 


2220 


1901 


(45.8) 


909 


914 


(.0. 


35-44 


2104 


2062 


(8) 


1230 


1184 


(1. 


45-64 


4000 


3947 


(.7. 


2128 


1903 


(23.; 


65+ 


748 


824 


7.7 


268 


334 


16 


TOTAL 


11.771 


11,062 


(42.7) 


6254 


5459 


( 101. 



*X-^ (ELF-LF)- 

ELF ^result in parentheses if ELF>LF 

ELF; Estimated Labor Force 

LF: Local Estimate of Labor Force 

Sources: Local Estimated Labor Force from MtS5>i$sippi Employment Security Commission. 

Department of Research and Statistics;*Population data from I960 U S GENSUS 
OF POPULATION. MISSISSIPPI. GENERAL CHARACTERISTIC S, U.S Dept. 
of Commerce. 19bl 
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Comparisons of Estimated Labor Force (Full Potential) in the Study A,teas 
To Local Employmetft Service Labor Force Estimates for 1 %0 

Table AII-3 

Miss. City 





MALtS 














ELF 


LF 




ELF 


LF 




Age 


1960 


1960 


1960 


I960 




1713 


1701 


(.08) 


1 173 


1214 


1.4 


25-34 


2498 


2598 


4.0 


1043 


1576 


272.4 


35-44 


2106 


1977 


7.9 , 


1056 


1486 


175.1 


45-64 


2931 


2862 


(1.6) 


1685 


2000 


58,9 


65+ 


398 


393 


(.06) 


186 


265 


33.5 


TOT.AL 


9646 


953 1 


(1.4) 


5143 


6541 


380.0 








Table AII-4 














Miss. City County 










MALES 






rEMALta 








ELF 


LF 




ELF 


LF 




Age 


1%0 


1960 


1960 


1960 


*15-24" 


3598 


3785 


^.7 


2357 


2015 


49.6 


25-34 


4176 


4333 


5.9 


1751 


2318 


183.6 


35-44 


4667 


360" 


(240.8) 


1939 


2405 


112.0 , 


45-64 


5518 


5427 


(1.5) r 


3033 


333? 


30.5 


65+ 


842 


895 


3.3 


343 


439 


26.9 


TOTAL 


18,801 


18,041 


(30.2) 


9423 


10,514 


126.3 



V 

ELF s result m parentheses if ELF > LF 
ELF Estimated Labor Force 
LF ^ Local Esttntate of Labor Force 

»jttes LocjI FstiniateU Ldhoi f ut'^c trom Mii>stbsippt Employment Secunty ConimiNNi^-'fU 
Department ot Re^earLh and Stjti5>tics, Population data from U.S. CtNSL^S OF 
POPULAIION. MISSISSIPPI, GH!^RAL CHAR^^CTERIS f ICS. U S Dept ut 
Commerce, V^A 
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Comparisons of Estimated Labor Force (Full Potential) in the Study Areas 
To Local Employment Service Labor Force Estimates for 1960 

Table AII-5 

S.C. Town County 





MALES 






FEMALES 








ELF 


LF 


X2* 


ELF 


LF 


X2 


Age 


; i%o 


1960 


1960 


I960 


15-24 


1805. 


1871 


214 


1103 


846 . 


(59.9) 


25-34 


1667 


1550 


(8.2) 


692 


903 


64.3 


35-44^ 


1920 . 


1918 


(.002) 


887 


957 


4.6 


45-64 


2482 


2282 


(J6.1) 


1318 


1181 


(14.2) 


65+ ^ 


341 


320 


(1.3) 


137 


103 


(8.4) 


TOTAL . 


8215 


7941 


(9.1) 


4137 


3990 


(5.2) 



♦X- = (ELF-LFV 



ELF * result in parentheses if ELF> LF 
ELF Estimated Labor Force 
TlF Local Estimate of Labor Force 



\ 

Soutce^ Local Estimated Labor Force from South Carolina Hmiployment Security tuiniinbMO», 
Department of Research and Statistics. Population data trom U-S CENSUS OL 
- POPULATION. SOUTH CAROLINA. GENERAL CHARACTERISTICS, U S Dept 
of Commerce. i''til , 
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Comparisons of Estimate^ Labor Force (Full Potential) in the Study Areas 
^ To Local Employhient Service Labor Force Estimates for *1 960 " 


^ 4 








# 

MALES 




Tabk AIl-6 


FEMALES 












Age 


ELF 
1 060 

1 TUv 


LF 




ELF 


LF 

1 Qhf) 








I! 


' 15-'24 


1 101 


941 


(23.3) 


725 


T61 


5.3 








25-34 


1350 


1287 


(2.9) 


61 1 


952 


1^0.3 








35-44 


1626 


L600 




818 V 


1041 


60.8 








45-64 


1877 


1826 


( 1,4) 


1096 


120b 


45 








65+ 


216 


287 


. 23.3 


1 17 


147 


7,7 








TOTAL 6170 


5941 


(8.5) 


3367 


4133 


174 3 










MALES 




. Table AI1;7 
S C Oitv Countv 


♦ 

• 

FEMALES 










1 


Age 


ELF 
1960 


LF 
1960 




ELF 
1960 


LF 
I960 










15-24 


4221 


3732' 


(56.7) 


2796 


2032 


l20asi 






25-34 


4502 


4232 


(8.0) 


1905 


23^^>, 


ic:. 


A 






35-44 


4885 


4799 


(1.5) 


2407 


^424 




i: 






45-6i 


5828 


5490 


(19.6) 


3152 


268^' 


tt'8.0i 






65+ 


- 674' 


661 


(.3) 




241. - 


,^.f 1 1 


3) 






TOTAL 20.110 


' 18,914 


(71.1) 


10,559 i 


' 9735 


164 3) 


■ i- 




*X2 = 


(E'.F-LF)- 

tLF , result in parentheses it ELF > LF 


{ 












ELF: 


i:stimated ' abor Force 






,. f 










LF: 


Local Estimate of Labor Forte 

1; 




f 










Source!. 


Local Estimated Labor Force from South Carolina Employment SecuriTv i oiiuinssKqr 
Departmem Research and Statistics. Population data from U.S. CENSiN fiE 
POPULATION. SOUTH CAROLINA. GENERAL CHARACT F.RISTICS I S Dept, 
of Commerce, 1 96 1 
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